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AMCORE Financial, Inc. is a leading Midwestern bank that is increasing its presence in some of the
Midwest's fastest growing markets. Headquartered in Northern Illinois, the Company has banking
assets of $5.3 bitlion with 78 locations* in Illinois and Wisconsin and approximately 1,600 employees.
AMCORE provides a full range of consumer and commercial banking services, a variety of mortgage
lending products and wealth management services including trust, brokerage, private banking, financial
planning, investrnent management, insurance and comprehensive retirement plan services.

AMCORE has added 29 {net) new offices* primarily in Rockford, IL, Madison, WI, and suburban Chicago
and Milwaukee, since its branch expansion program began in April 2001. These new branches have
contributed total loans of $1.93 billion and total deposits of $793 million at December 31, 2006, In
2006, AMCORE opened six (net) new branches, including its first branch within the city limits of Chicago.

$35
market Summary 53214 $32.67

Trading Symbaol AMF! 10

Exchange NASDAQ 527?/ $30.41

Market Value ($M) $819.000* 2

Stock Quote $34.41* /

$21.70
*As of February 2, 2007 20
2002 2003 2004 2005 2006
—

Closing Stock Price
$32.67 in 2006
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Dear Shareholder,

Just as an architect's blueprint guides construction and
ultimately determines the enduring value of a building,
AMCORE's strategic plan guides the building of relationships
that deliver enduring value for customers, employees,

shareholders and communities.

Over the past five years, we've made considerable
strategic progress in shifting our market footprint to
higher growth markets in suburban Chicago as well as
Madison and Milwaukee, WI. Business from branches

in these markets by the end of 2006 represented about

55 percent of our loan portfolio and 27 percent of cur
deposit balances, up from 51 percent and 25 percent at
year-end 2005, and up from 22 percent and 14 percent

respectively in 2001.

These successful new branches provide a firm

foundation as we move forward to improve AMCORE's

financial performance, a process begun with efforts to
= strengthen the balance sheet and reduce volatility in

2006. Specifically we:

* Improved our capital efficiency by better
v 2% deploying assets;

» Strengthened cur capital structure with a
substantive share repurchase program;

s Invested significantly to materially improve
our regulatory compliance;

* Enhanced the efficiency and growth prospects
of our mortgage business;

* Aligned product pricing to better reflect costs
and market risks;

e Continued to expand into markets with
higher growth rates and opportunities.




Creating Greater Efficiencies

Employing capital more strategically is helping us evolve to a higher
performance standard. Throughout 2006, AMCORE calibrated
its balance sheet structure to lower credit and interest rate risks
and improve capital efficiencies. Additional balance sheet stability
should emerge from the move away from investment securities
and toward funding quality loans. Improvement in our earning
asset mix resulted from a decrease of $100.5 million in average
investrent securities during 2006. These structural adjustments are
expected to result in a more stable, less volatile balance sheet long
term. In addition, the Company repurchased 1.4 million shares at
an average cost of $30.58 during 2006 primarily as part of a stock
repurchase program that provides for repurchase of up to a total of

3 million shares by May 2007.

Loan and Deposit Growth

In 2006, favorable economic conditions and AMCORE's -

attractiveness to mid-size businesses continued to fuel growth,
contributing to both loan and deposit increases. Credit quality
remained strong with net-charge offs to average loans at 0.26
percent in 2006, an improvement from .42 percent in 2005.
Average loans grew 11 percent, or $377.2 million, to $3.9 billion,
compared to 2005, primarily driven by expansion in Chicage
suburban and Madison area markets. Average bank issued
deposits grew to $3.5 billion, an increase of four percent, or $124.8

million compared to a year ago.

AMCORE's success with business customers was also evident
in its ranking by the Small Business Administration (SBA) as one
of its top 10 lenders in lllinois. AMCORE has earned its National
Preferred Lender Status in both lllinois and Wisconsin by making
it easy for customers to obtain loans, which contributed to a nine

percent increase in SBA loans in 2006.

In addition to strong relationships with businesses, AMCORE
continued to expand existing consumer relationships and added
new customers, building the value of the brand and franchise.
During 2006, AMCORE saw a six percent increase in new
households — proof we are earning our customers’ trust as well as
their business. In addition, AMCORE Bank earned recognigtion

from USDA Rural Development by generating more than $7.1

millien in home loans that helped 86 families own homes they
otherwise might not have been able to afford with conventional

loans. This placed AMCORE in the top tier of USDA lenders.

Fee Income

Improving our fee income was a pricrity throughout 2006 in our
investment management and mortgage businesses. We began
to see positive resuits from steps taken in 2005 to strengthen our
mix of high-quality investment options. Investment management
and trust revenues increased seven percent to $16.2 million in
2006 compared to $15.1 million in 2005. With financial services to
help customers at every stage of their lives, AMCORE is earning

custormer confidence as a trusted financial advisor every day.

To better serve the mortgage needs of clients across all markets,
AMCORE is transitioning its mortgage servicing and processing
activities to a leading national mortgage services company. This
move is expected to better position AMCORE for future growth
and add stability to mortgage earnings throughout economic
and interest-rate cycles. Under this strategic arrangement, we will
be able to offer customers more products and more competitive
pricing more efficiently, and, at the same time, continue to
provide the personal AMCORE service that deepens custcmer

relationships.

As we move forward in 2007, we remain steadfastly focused on
continuing to build a better and stronger AMCORE, one that
can deliver improved financial performance. The cornerstone of
our success is people. No one is more committed than AMCOREs
people to making a positive difference and creating value for you,

our shareholders.

Kenneth E. Edge
Chairman, President and
Chief Executive Officer

AMCORE Financial, Inc.
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Meeting Financial Needs At All Stages of Life

For the Marshall family, the hallmarks of its business success are commitment, service, growth and
family. Marshall Salon Services started as & small business in the 1930s in Jack Marshall's basement
and has grown into one of the largest hair product distributors in the country. Headquartered in a
65,000 square foot facility in Dixon, IL, the 75-year old family business grew from two employees to

over 200. Along the way, AMCORE helped guide the family, partnering as a trusted financial advisor

for both personal and business accounts.

- e ! . R

S i (5 T

1 ‘ R 2
“Whether it was advice or money to grow our business, AMCORE has always been there,” says From left: Tom Canode, Jim Marshall,
Jane Marshall, and Jessi Marshal!

Jane Marshall, family matriarch. “We think of our bankers as our financial security blanket, especially

as we expand and open new stores.” Marshall Salon Services now has 40 professional-only stores in four states.

For four generations, Marshall family members have trusted AMCORE with their personal business as well. “From 401(k) plans for
the business to IRA accounts for the family members, AMCORE has helped us achieve our goals,” states Jane, who also belongs to

AMCORE's Ambassader Club, an organization for customers 50 years and older.

Making Home Ownership Reality

Buying your first home doesn’t elways come easy. AMCORE mortgage professicnals understand this and have helped

farnilies like LaShawn Askew's realize their dream.

LaShawn faced some hurdles in her decision to buy a home. A single working mother of three with
good income, LaShawn discovered that AMCORE could match just the right product to her needs - a
first time home-buyer program with expanded approval criteria. With the FHA Bond Assist program,
LaShawn's mortgage loan was approved. Today she proudly welcomes nearby family and friends to

her new home.

Realizing a dream is more than filling out forms, collecting documentation, and sitting back to wait for
a "yes” or "no.” It takes a commitment to service, expanded product offerings, and knowledgeakle ’
bankers working in partnership with every customer. Such a winning combination truly makes it easy ~ From left: Alaija, LaShawn, and Aaliya

to bank with AMCORE.

Saving Businesses Time and Money

No longer forced to make daily trips to the bank, Gypsum Supply Company can focus on growth. Today, all nine locations in

fllincis, lowa and Wisconsin use AMCORE Bank's Priority Payments Plus to make deposits into a single

company account. Using a desktop scanner and secure Internet connection, employees at each

location make daily deposits from the comfort and security of their own offices.

Jim Gabelbauer, Gypsum Supply Company Executive Vice President, says AMCORE's service is a
great banefit. “By eliminating daily trips to the bank and six costly checking accounts that were used
solely to sweep funds into our general account, AMCORE has helped us save as much as $25,000 a

year,” says Jim. Priority Payments Plus has revoluticnized business banking, and AMCORE was one of

the first banks in the Midwest to offer the product. Jim Gabelbauer, Gypsum EVP
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Supporting Community Growth

Building strong kids, strong families, and strong communities is a monumental task, but one the
YMCA of Rock River Valley shoulders with commitment and dedication as it serves more than 25,000
people a year. A cornerstone of the community since the 1850s, the YMCA is expanding its ability to
serve by building a new $11 million facility with the help of AMCORE Bank.

“The bank not only helped us make our expansion plan affordable, but members of its staff are always

eager to volunteer their time and energy,” says Wray Howard, YMCA President and CEQ. “This

callaboration benefits both organizations and the community as a2 whole.”

Wray Howard, YMCA President & CEQ
"Families today face so many pressures, they need a safe and affordable place like the YMCA where

parents and kids can come together for fun, recreation and to learn new skills,” says Wray. The Y provides high quality after-

school childcare, tutoring, sports, fitness, and instructional programs that build healthy spirits, minds, and bodies.

The Bank for Employers and Employees

AMCORE works hard to build strong partnerships with its business clients. AMCORE's solid
relationship with Food Concepts, Inc. (FCI), a Middleton, Wi, manufacturer of convenience store

displays for fast food, enabled the company to fund extensive growth and make the “INC. 500 list.”

Brad Duesler, FCl's President & CEQ, values the personal attention AMCORE's staff provide him and
his business. *Our financial partners at AMCORE are continually introducing us to new products and
Brad Duesler, FCI President & CEO

services that enhance our operational efficiencies and our company’s profitability,” says Brad.

FCI offers its employees AMCORE Inside Advantage, an employee bank-at-work program, and a
401(k) plan managed by AMCORE. !n addition, a customized package of AMCORE lending products enabled FCl to unite all of its
operations and a new test kitchen, under one roof. And, when FCl looked for ways to streamline its processes, AMCORE provided

Priority Payments Plus, an electronic service that enables businesses to make bank deposits from their own offices.

Helping Baby Boomers Make the Transition Into Retirement

It's just a fact of life — the longer you live the more meney you'll need. With healthy Americans now
expected to live into their 90s, retirement incomes may need to last 30 years or more. With that in

mind, Quinten Barclay, a 60-year-old business owner, knew he needed to update his planning.

Many Baby Boomers like Quinten are asking themselves, “Do | have enough money set aside?” Even
though they've been saving, many people still need a financial specialist to help them plan for this

major change.

Quinten Barclay, Business Cwner

There s significant opportunity for banks like AMCORE that offer investment services and retirement
planning. “I struggled for years to make my investments earn money,” said Quinten. "When | realized | couldn’t do it an my own, |
sought advice from the professionals at AMCORE. Early on, they helped me develop a retirement plan, so that now financial security

and my dream of ocean breezes and palm trees are within reach.”
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Diluted EPS Book Value Per Share Total Ending Assets Return on Average Equity
$1.91in 2004 $16.87 in 2006 $5.29 Billion in 2006 11.76% in 2006
Financial Highlights
{In thousands, except per share data) 2006 2005 Change
OPERATING RESULTS
Net interest income $ 164,958 $ 161,634 2.1%
Provision for loan losses 10,120 15,194 (33.4%)
Non-interest income 75,589 66,413 13.8%
Operating expense 165,365 145,365 13.8%
Income from continuing operations before income taxes 65,062 67,488 {(3.6%}
Income from continuing operations $ 47,027 $ 47,987 (2.0%)
Discontinued operations:
{Loss) Income from discontinued operations (131 707 N/M
Income tax expense {benefit) (379) 3,753 N/M
Income {loss) from discontinued operations (1) $ 248 $ {3,045) N/M
Net Income $ 47,275 $ 44 941 5.2%
EARNINGS PER COMMON SHARE
Basic: Income from continuing operations $ 1.92 $ 1.93 (0.5%)
Discounted operations 0.01 (0.12) N/M
Net Income % 1.93 S 181 6.6%
Diluted: Income from continuing operations % 1.9 $ 1.91 (0.0%)
Discontinued operations 0.1 0.12) N/M
Net Income $ 1.92 $ 1.79 7.3%
Dividends per share 5 0.74 3 0.68 8.8%
Average common shares outstanding 24,466 24,814 {1.4%)
Average diluted shares outstanding 24,562 25,087 {2.1%)
PERFORMANCE RATIOS
Return on average equity {2) 11.76% 12.18%
Return on average assets (2} 0.88% 0.94%
Net interest margin 3.38% 3.51%
Leverage ratio 8.26% 8.15%
YEAR END BALANCES
Total assets $ 5,292,383 $ 5,344,902 {1.0%)
Gross loans and leases 3,946,551 3,721,864 6.0%
Total deposits 4,346,182 4,213,216 3.2%
Stockholders' equity 400,046 398.517 0.4%
STOCK PRICE INFORMATION AT YEAR END
Book value per share $ 16.81 $ 16.06 4.7%
Market value per share 32.67 30.41 7.4%

(1) 2005 includes loss on disposal of IMG of $3.814 million and gain on sale of Vintage Equity Funds advisory rights of $824,000

{2) Ratios from continuing operations

N/M= not meaningful




Annual Meeting & Stock Listing

The annual meeting of the stackholders will be held at 4 p-m. on May 1, 2007 at Norther lllinois University - Rockford, 8500 E. State, Rockford,
Illinois, 61108. Common stock of AMCORE Financial, Inc. is traded on The NASDAQ Stock Market, LLC under the symbol "AMFIL."

A comprehensive presentation of the consolidated financial statements and Management's preseniation of the analysis
of financial condition and results of operations can be found in the 2006 Annual Report on Form 10-K filed with the
Securities Exchange Commission, which can be referenced at www.SEC.gov and at www. AMCORE .com/SEC. All shareholders
have been provided with the 2006 Proxy Statement, and Notice of 2007 Annual Meeting, and the 2006 Annual Report
and Form 10-K.

If you wish to receive a copy of the 2006 Form 10-K free of charge, you may write to AMCORE Financial, Inc., attention: Corporate
Secretary, 501 Seventh Street, Rockford, IL 61104, or call (815) 948-2241.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*
Among AMCORE Financial, Inc., The NASDAQ Composite index and Two Peer Groups

$100 -3
= AMCORE Financial, Inc.
$80 |
===« Paer Group 1 {previous)
$60 -
— NASDAQ Composite
$40 -
uuuuu Paer Group 2 [current)
520 -] P
N S it T |
12/31/01 12/31/02 12/31/03 12/31/04 12/31/05 12/31/06

“$100 invested on 12/31/01 in stock or index-including reinvestment of dividends. Fiscal year ending December 31.

Company Performance

The graph above compares the cumulative total shareholder return on the common stock of the Company for the last five years
with the cumulative total returns on the NASDAQ Stock Market Index and a selected peer group index. Cumulative total returns
have been measured by dividing the sum of the cumulative amount of dividends for the measurement period, assuming dividend
reinvestment, and the difference between the share price at the end and the beginning of the measurement period by the share
price at the beginning of the measurement period.

In 2006, the Compensation Committee modified the peer group by adding an additional bank that is representative of banks of
similar makeup, Wintrust Financial. The addition was provided upon the advice and counsel of KBW Investment Bankers as an
appropriate peer group comparatar based on Midwest location, business model, and size. The previous peer group index that
has been included for comparison reflected a 12/31/06 index of 136.56.

The peer group of 13 banks cansists of the following:

Chemical Financial Corporation (CHFC)  Old National Bancorp (ONB)

Citizens Banking Corparation (CBCF) Park National Corporation (PRK)

First Financial Bancorp (FFBC) Republic Bancorp, Inc. (RBNC)

First Midwest Bancorp, Inc. (FMBI) 1st Source Corporation (SRCE)
FirstMerit Corporation (FMER) Susquehanna Bancshares, inc. (SUSQ)
Fulton Financial Corporation (FULT) Wintrust (WTFC}

MB Financial, Inc. (MBFI)

NOTES:

A. The lines represent monthly index levels derived from compounded daily returns that include all dividends.
B. The index level for all series was set to 100.0 as of December 31, 2001.

C. Cumulative Total Return for the indexes at each year end were as follows:

12/01 12/02  12/03 12/04 12/05 12/06

AMCORE Financial, Inc. 100.00 9982 12818  i55.61 15046 165.57
NASDAQ Composite 100.00 7197 10718 117.07 12050 137.02
Peer Group 1 {previous) 100.00 9682 121.41 14132 12938 136.56
Peer Group 2 {current) 100.00 9814  123.88  144.87 13321 13871




AMCORE Locations

In llinois:

Algonquin
798 South Randall Road
Algonquin, IL 60102

Aurcra
2505 N. Farnsworth Avenue
Aurocra, IL 60502

Belvidere
401 Southtowne Crive
Belvidere, IL 61008

782 Beloit Road
Belvidere, IL 61008

Carol Stream
426 Army Trai! Road
Carol Stream, IL 60188

Carpentersville
94 Kennedy Memorial Drive
Carpentersville, IL 60110

Chicago Van Buren

1033 W. Van Buren Street
Suite 1000

Chicago, IL 60607

Crystal Lake
5100 Northwest Highway
Crystal Lake, IL 60014

Des Plaines

1011 E. Touhy Avenue
Suite 100

Des Plaines, 1L 60018

Dixon
Dixon Main
101 W. First Street
Dixon, IL 61021

Dixon Galena Avenue
101 Independence Court
Dixen, it 61021

Dixon N. Hennepin
212 North Hennepin
Dixon, IL 61021

Elgin
Elgin Big Timber
1950 Big Timber Road
Elgin, IL 60123

Elgin Dundee Avenue
250 Dundee Avenue
Elgin, IL 60120

Elgin McLean Boulevard
170 N. McLean Boulevard
Elgin, IL 60123

Freeport
1753 South West Avenue
Freeport, IL 61032

i0

Gurnee

1790 Nations Drive
Suite 105

Gurnee IL 60031

Joliet

1523 Essington Road
Suites 1523 & 1525
Joliet, IL 60435

Lake Zurich

Q00 West Main Street
Suite 100

Lake Zurich, IL 60047

Libertyville

1880 West Winchester Road
Suite 103

Libertyville, IL 60048

Lincolnshire

300 Tri State International,
Suite 180 & 265
Lincolnshire, IL 60069

Lombard
2810 South Highland Ave.
Lombard, IL 60148

Machesney Park
1530 West Lane
Machesney Park, IL 61115

McHenry
4101 Shamrock Lane
McHenry, IL 60050

Mendota
Mendota Main
801 Washington Street
Mendeta, IL 61342

Mendota Drive Up
609 8th Avenue
Mendota, IL 61342

Morton Grove

8930 Waukegan Road,
Suite 101

Morton Grove, IL 60053

Naperville
1971 Gowdey Road
Naperville, IL 60563

Northbrook

3100 Dundee Road
Suite 210
Northbrook, L 60062

Qregon
122 North Fourth Street
Oregon, IL 61061

Oriand Park
16057 S. LaGrange Road
Orland Park, IL 60467

Peru
Peru Main
1810 Fourth Street
Peru, IL 61354

Peru Crive Up
2022 Fourth Street
Peru, IL 61354

Peru Plaza Drive
2825 Plaza Drive
Peru, IL 61354

Princeton
Princeton North Main
1407 N. Main Street
Princeton, (L 41356

Princeton South Main
815 5. Main Street
Princeton, IL 61356

Rock Falls
941 First Avenue
Rock Falls, IL 61071

Rockford
Rockford  Alpine Village
2510 S. Alpine Road
Rockford, IL 61108

Rockford Brynwood
2705 N. Mulford Road
Rockford, IL61114

Rockford Colonial Village
1480 S. Alpine Road
Rockford, IL 61108

AMCORE Mortgage and
Investment Services
1021 N, Mulford Road
Rockferd, IL 61107

Rockford North Main
4000 North Main Street
Rockford, {L 61103

Rockford Perryville
3201 N, Perryville Road
Rockford, IL&1114

Rockford Rural St. Hilander
1715 Rural Street
Rockford, IL 61107

Rockford 7th Street
501 Seventh Street
Rockford, IL 61104

Rockford éth Street
920 Fourth Avenue
Rockford, IL 61104

Rockford South Main
228 S. Main Street
Rockford, IL 61101




Roscoe
4844 Hononegah Road
Roscoe, IL 61073

St. Charles
2601 Oak Street
St. Charles, IL 60175

Schaumburg
1180 E. Higgins
Schaumburg, IL 60173

South Beloit
&40 Blackhawk Boutevard
South Beloit, Ik 61080

South Elgin
536 Randall Road
South Elgin, IL 60177

Sterling
Sterling Main
302 First Avenue
Sterling, IL 61081

Sterling Drive Up
4002 East Lincolnway
Sterling, IL 61081

Wheaton

400 S. County Farm Road
Suite 140

Wheaton, IL 60187

Woodridge

6440 Main Street
Suite 210
Woodridge, IL 60517

Woodstock
225 West Jackson Street
Woodstock, (L 60098

In Wisconsin:

Argyle
321 Milwaukee Street
Argyle, W1 53504

Baraboo
Baraboo Main
1159 Eighth Street
Baraboo, W1 53913

Baraboo Pick and Save
615 Highway 136
Baraboo, W1 53913

Belteville
Onre W. Main Street
Belleville, Wi 53508

Darlington
155 Wells Street
Darlington, Wl 53530

Lodi
713 N. Main Street
Lodi, W 53555

Madison
Madiscn Excelsior
8020 Excelsior Drive
Madison, WI 53717

Madison East Washington Avenue
3002 East Washington Avenue
Madison, Wl 53704

Madison Verona Road
4702 Verona Road
Madison, Wl 53711

Madison QOdana Road
6698 Odana Road
Madison, WI 53719

Madison W. Mifflin Street
14 West Mifflin Street
Suite #101

Madison, Wl 53701

Monroe
Monroe Main
1625 Tenth Street
Monroe, Wl 53566

Monroe Drive Up
1919 Tenth Street
Monroe, WI 53566

Mt. Horeb
Mt. Horeb Main
100 S. First Street
Mt. Horeb, W 53572

Mt. Horeb Drive Up
1300 Business Hwy. 18/151 East
Mt. Horeb, W1 53572

New Glarus
512 Highway 69
New Glarus, Wl 53574

Portage
Portage Main
2851 New Pinery Road
Portage, Wl 53901

Portage Drive Up
611 E. Wisconsin Street
Portage, Wl 53901

Sauk City
525 Water Street
Sauk City, Wi 53583

Verona
610 West Verona Avenue
Verana, WI 53593

Waukesha
2835 N.Grandview Boulevard
Pewaukee, W| 53072

Wauwatosa
2365 North Mayfair Road
Wauwatosa, Wl 53226

In lowa:

AMCORE Investment Group, N.A.
Retirement Plan Servicas

1415 28th Street, Suite 140

West Des Moines, |1A 50266

AMCORE Financial Services Companies:

AMCORE Consumer Finance
Company, Inc.

501 Seventh Street

PO. Box 1537

Rockford, IL 61110

(815) 961-4946

AMCORE Bank, N.A.
501 Seventh Street
PO. Box 1337
Rockford, IL 61110
(815) 948-2241

AMCORE investment Group, N A,
501 Seventh Street

PO. Box 1537

Rockford, IL 61110

(815) 968-7119

AMCORE Investment Services, Inc.
501 Seventh Street

P.O. Box 1537

Reckford, lllinois 61110

(815} 961-7049

1




Directors of AMCORE Financial, Inc.

Paula A. Bauer

Senior Vice President
Globai Supply Chain
Spectrum Brands, Inc.

Paul Donovan

Retired Executive Vice President &
Chief Financial Officer

Wisconsin Energy Corporation

Kenneth E. Edge
Chairman, President &
Chief Executive Officer
AMCORE Financial, Inc.

John W. Gleeson
Senior Vice President & Treasurer
Walgreen Company

John A, Halbrook
Chairrman of the Board
Woodward Governor Company

Frederick D. Hay

Retired Senior Vice President,
Operaticns

Snap-on Incorporated

Teresa Iglesias-Soloman
Hispanic Marketing Director
Domino’s Pizza

William R. McManaman
Executive Vice President &
Chief Financial Officer
Ubiquity Brands

Steven S. Rogers .

Finance and Management Professor
J. L. Kellogg Graduate Scheol of
Management

Northwestern University

Jack D. Ward, Esq.
Attarney at Law and Partner
Renc and Zahm, LLP

Gary L. Watson
Managing Partner,
CSW & Associates, LLC

Retired President, Newspaper Division

Gannett Co,, Inc.

Directors Emeriti

Milton R. Brown
Retired Chairman & CEQ
Suntec Industries

Carl J. Dargene
Chairman Emeritus
AMCORE Financial, Inc.

Robert A. Doyle
President
Yenom Development Company

Lawrence E. Gloyd
Retired Chairman &
Chief Executive Officer
CLARCOR, Inc.

Robert A. Henry, M.D.

Retired President and

Chief Executive Officer
SwedishAmerican Corporation
President

Visioneering Group

Roger Reno, Esq.
Chairman Emeritus
AMCORE Financial, Inc.

Senior Management
AMCORE Financial, Inc.

Kenneth E. Edge
Chairman, President &
Chief Executive Officer

Donald H. Wilson
Executive Vice President &
Chief Financial Officer

James S. Waddell
Executive Vice President &
Chief Administrative Officer
Corperate Secretary

Guy Francesconi
Senior Vice President &
General Counsel

AMCORE Bank, N.A.

Fred H. Alford
Regional Market President
Southwest Chicago Suburban Market

Nicholas F. Begley
Regional Market President
Northwest Chicago Suburban Market

Leri M. Burke
Executive Vice President &
Chief Human Resources Officer

Melvin H. Buser
Senior Vice President &
Chief Credit Officer

Eleanor F. Doar
Executive Vice President &
Chief Marketing Officer

John M. Gvozdjak
Senior Vice President &

Director of Operations and Technelogy

James M. Hansberry
Senior Vice President &
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PARTI

ITEM 1. BUSINESS
General

AMCORE Financial, In¢, (“AMCORE” or the “Company™) is a registered bank holding company incorporated
under the laws of the State of Nevada in 1982. The Company’s corporate headquarters are located at 501 Seventh
Street in Rockford, llinois, The operations are divided into four business segments: Commercial Banking, Retail
Banking, Investment Management and Trust and Mortgage Banking. AMCORE owns directly or indirectly all of
the outstanding common stack of each of its subsidiaries and provides its subsidiaries with advice and counsel on
policies and operating matiers among other things.

AMCORE provides free of charge, through the Company’s Internet site at www. AMCORE.com/SEC, access to
annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and amendments to
those reports, as soon as reasonably practicable after electronically filing such material with the Securities and
Exchunge Commission (SEC), However, the information found on AMCORE's website is not part of this or any
other report. The Company hag adepted a code of ethics applicable to all employees. The AMCORE Financial,
Inc. Code of Ethics is posted on the Company’s website at www. AMCORE.com/governance. The Company
intends that this website posting and future postings of amendments, waivers or modifications of the Code of
Ethics shall contain all required disclosures, however, a Form 8-K will be filed for amendments and waivers in
order to meet the more stringent NASDAQ rules.

Banking Segments

General — AMCORE directly owns AMCORE Bank, N,A. (Bank), a nationally chartered bank. AMCORE also
directly owns AMCORE Consumer Finance Compuny, Inc. (FINANCE), a consumer finance company, and
indirectly owns Property Exchange Company, a qualified intermediary, which is a subsidiary of the Bank.

Geographic and Economic Information — The Bank conducts business at 78 branch locations throughout
northern lllinois and southern Wisconsin (the “Service Area™). The Banking segments™ Service Area is dispersed
among five basic economic areas: the Rockford, Illinois metropolitan area (Rockford), the Madison. Wisconsin
metropolitan area (Madison), the Chicago, lilinois metropolitan area (Chicagoland), the Milwaukee, Wisconsin
suburbs (Milwaunkee) and community banking branches which are not otherwise specified (Community
Banking). Locations in the Chicagoland, Rockford, Madison and Milwaukee economic areas are generally
bounded by Interstates 94 in the north, 294 and 94 in the east, 80 in the south and 90 and 39 in the west where
population growth, homeownership and household income are high and where there is a high concentration of
mid-sized businesses. The Company’s recent growth strategy has focused on expansion within this area.

Among the five economic areas, Rockford has the highest concentration of manufacturing activities. Community
Banking, on the other hand, has less growth potential and a greater concentration of smaller-sized business and
agricultural activities. At the end of 2006, economic conditions for the Madison/Milwaukee area were
characterized as strong with low unemployment. For Chicagoland, economic conditions were stable with strong
development activity, solid loan growth and declining unemployment rates. For Rockford, economic conditions
were characterized as improving with declining unemployment rates. Economic conditions for the Community
Banking Areas were stable with declining unemployment rates.

The Bank has 56 locations throughout northern Illinois, excluding the far northwestern counties, including the
lllincis cities of Algonquin, Aurora, Belvidere, Carol Stream, Carpentersville, Chicago, Crystal Lake, Des
Plaines, Dixon, Elgin, Freeport, Gurnee, Joliet, Lake Zurich, Libertyville, Lincolnshire, Lombard, McHenry,
Mendota, Morton Grove, Naperville, Northbrook, Orland Park, Peru, Princeton, Rockford, Schaumburg,
St. Charles, Sterling, Wheaton, Woodridge, Woodstock and the surrounding communities. The Bank conducts
business at 22 locations throughout southern Wisconsin, including the Wisconsin cities of Baraboo, Madison,
Monroe, Mt. Horeb, Portage, Waukesha, Wauwatosa and the surrounding communities.




Through its banking locations, AMCORE provides various consumer banking, commercial banking and related
financial services. AMCORE also conducts banking business through four supermarket branches, which gives
the customer convenient access to banking services seven days a week.

Investment Portfolio and Policies — As a complement 10 its Commercial and Retail Banking segments, the Bank
also carries a securities investment portfolio. The level of assets that the Company holds in securities is
dependent upon a variety of factors. Chief among these factors is the optimal utilization of the Company’s
liquidity and capital. After consideration of loan demand, excess capital is available to allocate to high-quality
investment activities that can generate additional income for the Company, while still maintaining strong capital
ratios. In addition to producing additional interest spreads for the Bank, the investment portfolio is used as a
source of liquidity, to manage interest rate risk and to meet pledging requirements of the Bank. The investment
portfolio is governed by an investment policy designed to provide maximum flexibility in terms of liquidity and
to contain risk from changes in interest rates. Individual holdings are diversified, maximum terms and durations
are limited and minimum credit ratings are enforced and monitored. The Bank does not engage in trading
activities. The amount of securities that the Company is permitted to invest in that have a higher degree of risk of
loss are defined and limited by Company policy. The investment portfolio is managed on a day-to-day basis by a
third-party professional investment manager, under the direction of Company management within parameters
established by the Company. Portfolio performance and changing risk profiles are regularly monitored by the
Asset and Liability Committee (ALCQ) and the Investment Committee of AMCORE's Board of Directors.

Sources of Funding — Liquidity management is the process by which the Company, through ALCO and its
capital markets and treasury function, ensures that adequate liquid funds are available to meet its financial
commitments on a timely basis, at a reasonable cost and within acceptable risk tolerances. These commitments
include funding credit obligations to borrowers, funding mortgage originations pending delivery to the secondary
market, withdrawals by depositors, repayment of debt when due or called, maintaining adequate collateral for
secured deposits and borrowings, payment of dividends by the Company, payment of operating expenses,
funding capital expenditures and maintaining deposit reserve requirements.

Liquidity is derived primarily from bank-issued deposit growth and retention; principal and interest payments on
loans: principal and interest payments from investment securities, sale, maturity and prepayment of investment
securities; net cash provided by operations and access to other funding sources. Other funding sources include
brokered certificates of deposit (CDs), federal funds purchased (Fed Funds), Federal Reserve discount window
borrowings, Federal Home Loan Bank (FHLB) advances, repurchase agreements, long-term subordinated
debentures, the sale or securitization of loans, and access to other capital markets. Bank-issued deposits from the
Bank's retail and commercial customers are considered by management to be the primary, most stable and most
cost-effective source of funding and liquidity.

Retail Banking Segment — Reltail banking services to individuals include deposit (demand, savings and time
deposit accounts) and lending activities. Principal lending types include installment loans (primarily direct and
indirect automobile lending). home equity loans and lines. overdraft protection, personal credit lines and
bankcard programs.

Home equity lending has the lowest risk profile due to the nature of the collateral. Installment loans have an
intermediate risk due to the lower principal amounts and the depreciating nature of the collateral. Personal lines
and overdraft protection have the highest degree of risk since the loans are unsecured. The bankcard programs
are a fee service for originating the relationship and no credit risk is retained by the Bank. The Bank manages its
retail lending risk via a centralized credit process, risk scoring, loan-to-value and other underwriting standards,
and knowledge of its customers and their credit history. As a general rule, the Bank does not actively engage in
retail lending activities outside its geographic market arcas. For segment financial information, see Note 18 of the
Notes to Consolidated Financial Statements.

Commercial Banking Segment -~ A wide range of financial services are provided to commercial, small business
and governmental organizations. These services include, among others, lending, deposits, letters of credit, and
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cash management services. The Commercial Banking Segment lending products are tailored to the specific
customer needs {facilities acquisition and expansion, equipment purchases and working capital needs).
Commercial lending has a higher risk profile than does retail lending due to the larger dollar amounts involved,
the nature of the collateral and a greater variety of economic risks that could potentially affect the loan customer.

The Bank manages its commercial lending risks through a centralized underwriting process, serial sign-off
requirements as dollar amounts increase, lending limits, monitoring concentrations, regular loan review and
grading of credits, and an active work-out management process for troubled credits. For segment financial
information, see Note 18 of the Notes to Consolidated Financial Statements.

The Bank is a lender in the Small Business Administration (SBA) program, with a total loan portfolio of
$61 million as of December 31, 2006, and has earned National Preferred Lender Status from the SBA, AMCORE
has also achieved National Express Lender status, a national designation which significantly shortens the
turnaround time from application to lean acceptance. The Bank received the highest rating of “Acceptable” from
the most recent audit by the SBA. SBA loans are popular with small business customers, offering them another
source of financing.

Mortgage Banking Segment — The Morntgage Banking Segment is a full service operation providing a broad
spectrum of mortgage products to meet its customer needs. Residential mortgage loans are originated, of which
non-conforming adjustable rate, fixed-rate, jumbo and balloon mortgages are normally retained in the Bank’s real
estate portfolio. The conforming adjustable rate, fixed-rate and balloon residential mortgage loans are normally
sold in the secondary market. The Mortgage Banking Segment services most of the loans that are sold. See Note
18 of the Notes 1o Consolidated Financial Statements. The mortgage group earned an important honor for the
sixth consecutive year. Once again, AMCORE was ranked in the top one percent nationally for quality service by
Freddie Mac, earning Tier One Gold status and a place in the Freddie Mac Hall of Fame, a national honor shared
by only 15 mortgage companies in 2005 and 20 in 2006.

On January 22, 2007, the Company announced a strategic arrangement with a leading national mortgage services
company to provide private-label loan processing and servicing support. As parl of this arrangement, the
Company sold its Originated Mortgage Servicing Rights portfolio. The arrangement will offer AMCORE a
greater breadth of products, more competitive pricing and greater processing efficiencies and is expected to better
position the Company for future loan origination growth. With the arrangement, AMCORE expects to better
control risks and costs associated with its mortgage business. The sale of the Company originated mortgage
servicing rights portfolio will occur during the first quarter 2007. The transition to the new processing and
servicing arrangement will continue into the second quarter of 2007.

Other Financial Services — The Bank provides various services to consumers, commercial customers and
correspondent banks. Services available include safe deposit box rental, securities safekeeping, international
services, and lock box, among other things.

The Bank also offers several electronic banking services to commercial and retail customers. AMCORE Online
provides retail customers with online capability to access deposit and loan account balances, transfer funds
between accounts, make loan payments, view checks and pay bills. AMCORE Online For Business facilitates
access to commercial customers’ accounts via personal computers. It also permits the transfer of funds between
accounts and the initiation of wire transfers and ACH activity to accounts at other financial institutions. The
AMCORE TeleBank service provides retail and commercial customers the opportunity to use their telephone
24 hours a day to obtain balance and other information on their checking and savings accounts, certificates of
deposit, personal installment loans and retail mortgage loans; all from a completely automated system.
Automated teller machines located throughout AMCORE'’s market area make banking transactions avatlable to
customers when the bank facilities or hours of operation are not convenient.




Investment Management and Trust Segment

AMCORE's wholly owned subsidiary AMCORE Investment Group, N.A, (AIGNA) is a nationally chartered
non-depository bank. AIGNA provides its clients with wealth management services, which include trust services,
estate administration and financial planning. AIGNA also provides employee benefit plan administration and
recordkeeping services.

AIGNA’s wholly owned subsidiary AMCORE Investment Services, Inc. (AIS) is incorporated under the laws of
the State of lllinois and is a member of the National Association of Security Dealers (NASD). AIS is a full-
service brokerage company that offers a full range of investment alternatives including annuities, mutual funds,
stocks, bonds and other insurance products. AlS customers can get real tme stock market quotes, investment
account information, and place trades for market hours execution 24 hours a day, 7 days a week through
AMCORETrade.com.

On December 30. 2005. the Company sold Investors Management Group. Lid. (IMG), a wholly owned subsidiary
of AIGNA. to West Bancorporation, Inc. In addition, the transition of $142 million in assets of three Vintage
equity funds into two mutual funds managed by Federated Investors, Inc. was completed in September 2005. The
Company is committed to expanding the value-added wealth management services and options it offers to its
clients and customers. The sale of IMG supports the sirategy of being a provider of high quality investment
products. rather thun a developer of proprietary investment products.

Competition

Active competition exists for all services offered by AMCORE's bank and non-bank affiliates with other
national and state banks. savings and loan associations, credit unions, finance companies, personal loan
companies. brokerage and mutual fund companies. mortgage bankers, insurance agencies, financial advisory
services, and other financial institutions serving the affiliates’ respective market areas. The principal competitive
fuctors in the banking and financial services industry are quality of services to customers, ease of access to
services and pricing of services. including interest rates paid on deposits, interest rates charged on loans, and fees
charged for fiduciary and other professional services.

Employment

AMCORE had 1,545 full-time equivalent employees as of February 1, 2007. AMCORE provides a variety of
benefit plans to its employces including health, dental, group term life and disability insurance, childcare
reimbursement, fexible spending accounts, retirement, profit sharing, 401(k), stock option, stock purchase und
dividend reinvestment plans.

Supervision and Regulation

AMCORE is subject to regulations under the Bank Holding Company Act of 1956, as amended (the “Act™) and
is registered with the Federat Reserve Board (FRB) under the Act. AMCORE is required by the Act to file
quarterly and annual reports of its operations and such additional information as the FRB may require and is
subject, along with its subsidiaries, to examination by the FRB.

The acquisition of five percent or more of the voting shares or all or substantally all of the assets of any bank by
a bank holding company requires the prior approval of the FRB and is subject to certain other federal and state
law limitations. The Act also prohibits, with certain exceptions, a bank holding company from acquiring direct or
indirect ownership or control of more than five percent of the voting shares of any company which is not a bank
and from engaging in any business other than banking. managing and controlfling banks or furnishing services to
banks and their subsidiaries, except that holding companies may engage in, and may own shares of companies
engaged in, certain businesses found by the FRB 1o be “so closely related to banking as to be a proper incident
thereto.” On August 31, 1993, the FRB approved an amendment 1o add cenain activities and to reduce the burden
on bank holding companics that desire to conduct these activities by simplifying the regulatory review process.
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Under current regulations of the FRB, a bank holding company and its non-bank subsidiaries are permitted,
among other activities, to engage in such banking-related businesses as sales and consumer finance, equipment
leasing, computer service bureau and software operations, mortgage banking, brokerage and financial advisory
services. The Act does not place territorial restrictions on the activities of non-bank subsidiaries of bank holding
companies. In addition, federal legislation prohibits acquisition of “control” of a bank or bank holding company
without prior notice to certain federal bank regulators. “Control” is defined in certain cases as acquisition of ten
percent or more of the outstanding shares of a bank or bank holding company.

There are a number of obligations and restrictions imposed on bank holding companies and their depository
institution subsidiaries by federal law and regulatory policy that are designed to reduce potential [oss exposure to
the depositors of such depository institutions and te the Federal Deposit Insurance Corporation (FDIC) insurance
fund in the event the depository institution becomes in danger of default or is in default. For example, under a
policy of the Federal Reserve with respect to bank holding company operations, a bank holding company is
required to serve as a source of financial strength to its subsidiary depository institutions and commit resources to
support such institutions in circumstances where it might not do so absent such policy. In addition, the “cross-
guarantee” provisions of federal law require insured depository institutions under common control to reimburse
the FDIC for any loss suffered or reasonably anticipated as a result of the default of a commonly controlled
insured depository institution or for any assistance provided by the FDIC to a commonly controlied insured
depository institution in danger of default.

The federal banking agencies have broad powers under current federal law to take prompt corrective action to
resolve problems of insured depository institutions. The extent of these powers depends upon whether the
institutions in question are “well capitalized,” “adequately capitalized,” “undercapitalized,” “significantly
undercapitalized,” or “critically undercapitalized,” as such terms are defined under regulations issued by each of
the federal banking agencies.

In late 1992, Congress passed the Federal Deposit Insurance Corporation Improvement Act of 1992 that included
many provisions that have had significant effects on the cost structure and operational and managerial standards
of commercial banks. In addition to provisions for recapitalization of the Bank Insurance Fund, this Act contains
provisions that revised bank supervision and regulation, including, among many other things, the monitoring of
capital levels, additional management reporting and external audit requirements, and the addition of consumer
provisions that include Truth-in-Savings disclosures.

The Gramm-Leach-Bliley Act (GLB Act) was enacted November 1999, and, among other things. established a
comprehensive framework to permit affiliations among commercial banks, insurance companies and securities
firms. To date, the GLB Act has not materially affected the Company’s operations. However, to the extent the
GLB Act permits banks, securities firms and insurance companies to affiliate, the financial services industry may
experience further consolidation. This could result in a growing number of larger financial institutions that offer
a wider variety of financial services than the Company currently offers and that can aggressively compete in the
markets the Company currently serves.

Effective in 2007, pursvant to the Federal Deposit Insurance Reform Act of 2005 and implementing regulations,
FDIC-insured financial institutions are subject to a new risk-based premium assessment system that could
significantly increase the premiums that are paid on FDIC-insured deposits. As part of the new rules, certain
financial institutions are also eligible for a one-time assessment credit that may be used to offset the increase in
premiums. For many banks that are eligible, the credit should offset the 2007 premium increase and part of the
2008 increase. The Bank has determined that it is eligible for a credit and does not anticipate a meaningful
increase in its premium during 2007,

The foregoing references to applicable statutes and regulations are brief summaries thereof and are not intended
to be compiete and are qualified in their entirety by reference to the full text of such statutes and regulations.
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AMCORE is supervised and examined by the FRB. The Bank and AIGNA are supervised and regularly
examined by the Office of the Comptroller of the Currency (OCC) and are subject to examination by the FRB. In
addition, the Bank is subject to periodic examination by the FDIC, FINANCE is regulated by the Illinois
Department of Financial Institutions. AlS is supervised and examined by the NASD and the SEC.

Regulatory Developments — On May 31, 2005, the Bank entered into a written agreement with the OCC. The
agreement describes commitments made by the Bank and outlines a series of steps to address and strengthen the
Bank’s regulutory consumer compliance program. The Bank has continued to implement enhancements to its
consumer compliance program to address the matters identified by the OCC. These enhancements are subject to
review by the OCC to determine if they comply with the commitments made in the agreement or whether
additional steps are necessary.

On August 10, 2006, the Bank entered into a Consent Order with the OCC. This order primarily imposes
requirements on the Bank to take certain actions to strengthen its compliance monitoring policies, procedures,
training and overall program relating to the Bank Secrecy Act/Anti-Money Laundering (BSAJAML) regulations,
The Consent Order did not impose any fine or civil money penalty on the Bank, but does make the Bank
ineligible for certain expedited approvals. AMCORE has heen working to strengthen and enhance its BSA/AML
program to comply with the terms of the consent order. The enhancements to the BSA/AML program are subject
to review by the OCC to determine if they comply with the commitments made in the agreement or whether
additional steps are necessary.

Subsidiary Dividends and Capital

Legal limitations exist as to the extent to which the Bank can lend or pay dividends to AMCORE and/or irs
affiliates. The payment of dividends by a national bank without prior regulatory approval is limited to the current
year's net income plus the adjusted retained net income for the two preceding years. The payment of dividends
by any bank or bank holding company is affected by the requirement 10 maintain adequate capital pursuant to the
capital adequacy guidelines issued by the FRB and regulations issued by the FDIC and the OCC (collectively
“Agencies”). As of December 31, 2006, approximately $43 million was available for payment to AMCORE in
the form of dividends without prior regulatory approval, of which $37 million could be paid without causing the
Bank to be less than well-capitalized. The Bunk is also limited as to the amount it may lend to AMCORE and its
affiliates. At December 31, 2006, the maximum amount available to AMCORE and its affiliates in the form of
loans approximated $27 million. There were no loans outstanding from the Bank to affiliates at December 31,
2006. Sce Note 19 of the Notes 1o Consolidated Finuncial Statements included under Item 8.

The FRB issues risk-based capital guidelines for bank holding companies. These capital rules require minimum
capital levels as a percent of risk-weighted assets. In order to be adequately capitalized under these guidelines,
banking organizations must have minimum capital ratios of 4% and 8% for Tier 1 capital and total capital,
respectively. The FRB also established leverage capital requirements intended primarily to establish minimum
capital requirements for those banking organizations that have historically invested a significant portion of their
funds in low risk assets. Federalty supervised banks are required to maintain a minimum leverage ratio of not less
than 4%, Refer to the Liquidity and Capital Management section of Item 7 for a summary of AMCORE’s capital
ratios as of December 31, 2006 and 2005. Sce also Note 20 of the Notes 1o Consolidated Financial Statements
included under ltem 8.

Governmental Monetary Policies and Economic Conditions

The earnings of all subsidiaries are affected not only by general economic conditions, but also by the policies of
various regulatory authoritics. In particular, the FRB influences general economic conditions and interest rates
through various monetary policies and tools. It does so primarily through open-market operations in U.S.
Government securities. varying the discount rate on member and non-member bank borrowings, and setting
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reserve requirements against bank deposits. FRB monetary policies have had a significant effect on the operating
results of banks in the past and are expected to do so in the future. The general effect of such policies upon the
future business and earnings of each of the subsidiary companies cannot accurately be predicted.

Interest rate sensitivity has a major impact on the earnings of banks. As market rates change, yields earned on
assels may not necessarily move to the same degree as rates paid on liabilities. For this reason, AMCORE
attempts to minimize earnings volatility related to fluctuations in interest rates through the use of a formal asset/
liability management program and certain derivative activities. See Item 7A and Note 11 of the Notes to
Consolidated Financial Statements included under Item 8 for additional discussion of interest rate sensitivity and
related derivative activities,

Executive Officers of the Registrant

The following table contains certain information about the exccutive officers of AMCORE as of December 31,
2006. There arc no family relationships between any director or executive officer of AMCORE.

Name Ape Principal Occupation Within the Last Five Years

Kenneth E. Edge 61 Chairman of the Board. President and Chief Executive Officer of AMCORE
since January 2003, President and Chief Executive Officer from July 2002 to
January 2003 and previously President and Chief Operating Officer of
AMCORE until July 2002, Chairman of the Board. President and Chief
Executive Officer of the Bank and Chairman of the Board of AIGNA.
President and Chief Executive Officer of AIGNA since November 2003.

Donald H. Wilson 47 Execcutive Vice President and Chief Financial Officer of AMCORE since
Fcbruary 2006, Director of the Bank and AIGNA since February 2006.
Previously Senior Vice President and Corporate Treasurer of Marshall &
llsley Corporation.

James S, Waddell 61 Executive Vice President, Chief Administrative Officer and Corporate
Secretary of AMCORE. Director of the Bank and AIGNA,
Patricia M. Bonavia 56  Executive Vice President and Chief Operating Officer of AIGNA. President

of AIS until November 2004. President of IMG since November 2004 and
Director of IMG until its sale in December 2005. Director of the Bank and
AIGNA since January 2004. Ms. Bonavia has retired from the Company
effective March 9, 2007,

Eleanor F. Doar 50 Executive Vice President and Chief Marketing Officer of the Bank and
AIGNA since November 2006. Senior Vice President and Corporate
Marketing Director of the Bank from February 2002 until November 2006,
Previously Vice President. Advertising and Public Relations Manager of the
Bank and was Marketing Manager for Vintage Mutual Funds Inc. until
December 2005. Director of the Bank and AIGNA since January 2003.

John R. Hecht 48 Executive Vice President and Chief Commercial Officer of AMCORE since
October 200)5. Previously Executive Vice President and Chief Financial
Officer of AMCORE. Director of the Bank and AIGNA. Mr. Hecht has
resigned from the Company effective February 1, 2007.

Thomas R. Szmanda 47 Exccutive Vice President and Chief Retail Officer of the Bank since
September 2005, and Senior Vice President and Chief Retuil Officer of the
Bank from October 2003 until September 2005. Previously Senior Vice
President and Director of Retail Banking at Citizens Bank. Director of the
Bank and AIGNA since November 2005.




ITEM 1A. Risk Factors

The Company faces a variety of risks that are inherent in its business, including interest rate, credit, liquidity,
price/market, transaction/operation, compliance/legal, strategic and reputation. Following is a discussion of these
risk factors. While the Company’s business, financial condition and results of operations could be harmed by any
of the following risks or other factors discussed elsewhere in this report, Management’s Discussion and Analysis
and Notes to the Consolidated Financial Statements, the mere existence of risk is not necessarily reason for
concern. However, the following risks could cause actual results to materially differ from those discussed in any
forward-looking statement.

Interest Rate Risk

As part of its normal operations, the Company, like most financial institutions, is subject to interest-rate risk on
the interest-earning assets in which it invests (primarily loans and securities) and the interest-bearing liabilities
with which it funds (primarily customer deposits, brokered deposits and borrowed funds). This includes the risk
that interest-earning assets may be more responsive to changes in interest rates than interest-bearing liabilities, or
vice versa (repricing risk), the risk that the individual interest rates or rate indices underlying various interest-
carning assets and interest-bearing liabilities may not change to the same degree over a given time period (basis
risk), and the risk of changing interest rate relationships across the spectrum of interest-earning asset and interest-
bearing liability maturities (yield curve risk).

Interest rates are sensitive to many factors that are beyond the Company’s control, including general economic
conditions, the policies of various governmental and regulatory agencies and competition, These factors may
cause fluctuations in interest rates that adversely affect the fair market values of the Company’s financial
instruments, cash flows, and net income.

Credit Risk

The Company is exposed to the risk that third parties that owe it money, securities, or other assets will not
perform their obligations. Credit risk arises anytime the Company extends, commits, invests, or otherwise
exposes Company funds through contractual agreements, whether reflected on or off the balance sheet. These
parties may default on their obligations due to bankruptcy, lack of liquidity, operational failure or other reasons,
Credit risk includes the risk that the Company’s rights against third parties (including guarantors) may not be
enforceable or realizable in all circumstances.

The Company’s credit risk is concentrated in its loan portfolio (including commitments) and its investment
portfolio. The Company also has credit risk through other financial instruments including derivative contracts
and Company owned life insurance policies. Credit risk is affected by a variety of factors including the credit-
worthiness of the borrower or other party, the sufficiency of underlying collateral. the enforceability of third-
party guarantees, changing economic and industry conditions and concentrations of credit by loan type, terms or
geographic area, changes in the financial condition of the borrower or other party, and by credit and underwriting
policies.

Liquidity Risk

Liquidity risk is the potential that the Company will be unable to meet its obligations as they come due, capitalize
on growth opportunities as they arise, or pay regular dividends because of an inability to liquidate assets or
obtain adequate funding in a timely basis, at a reasonable cost and within acceptable risk tolerances.

Liquidity is required to fund credit obligations to borrowers, mortgage originations pending delivery to the
secondary market, withdrawals by depositors, repayment of debt when due or called, dividends to shareholders,

operating expenses and capital expenditures, among other things.
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Liquidity is derived primarily from bank-issued deposit growth and retention; principal and interest payments on
loans; principal and interest payments from investment securities, sale, maturity and prepayment of investment
securities; net cash provided from operations and access to other funding sources.

The Company’s liquidity can be affected by a variety of factors, including general economic conditions, market
disruption, operational problems affecting third parties or the Company, unfavorable pricing, compelition, the
Company’s credit rating and regulatory restrictions.

Price/Market Risk

Price/market risk is the risk to earmings or capital arising from adverse changes in the value of financial
instruments, While this includes credit and liquidity risk, the Company considers interest-rate risk to be its most
significant market risk. There is an inverse relationship to changes in the fair value of the fixed-rate financial
instruments with changes in interest rates, meaning that when rates increase the value of the financial instrument
will decrease. Conversely, when rates decline the value of the financial instrument will increase.

While this relationship applies to all fixed-rate financial instruments, the primary instruments whose carrying
values are affected by price/market risk are traded instruments. Although the Company currently has only an
available-for-sale and not a traded investment securities portfolio and, therefore, market fluctuations are recorded
through equity and not the statements of income, on-going adverse market values could cause some security
market values to deteriorate to the extent that they are considered to be other than temporary. At that time, the
Company would be required to write-down security values to their market value as a charge to carnings.

Transaction/Operation Risk

Transaction/operation risk is a function of internal controls, information systems, employee integrity and
operating processes. Significant deficiencies or material weaknesses in internal processes, controls, staff or
systems could lead to impairment of liquidity, financial loss, disruption of the business, liability to clients,
regulatory intervention or damage to the Company’s reputation. For example, the Company is highly dependent
on its ability to process, on a daily basis, a large number of transactions. Failure of financial, accounting, data
processing or other operaling systems and controls to operate properly, of becoming disabled, or to keep pace
with increasing volumes, could adversely affect the Company’s ability to captlure, process and accurately report
these transactions.

Compliance/Legal Risk

The Company is subject to compliance with an expanding body of regulatory, supervisory and examination
requirements including capital adequacy, safety/soundness, customer privacy, anti-money laundering,
truth-in-savings/lending and financial reporting, to name a few. Failure or the inability to comply with these
various requirements can lead to diminished reputation and investor confidence, reduced franchise value, loss of
business, curtailment of expansion opportunities, fines and penalties, intervention or sanctions by regulators and
costly litigation or expensive additional controls and systems. Refer to discussion included in Key Initiatives and
Other Significant Events in Ttem 7 for a summary of recent regulatory developments.

Strategic Risk

Strategic risk is the potential for adverse consequences to the Company of poor business decisions or improper
implementation of those decisions. It includes identifving and defining goals for the continued growth and
success of the Company, developing strategies to accomplish the goals, and acquiring, developing and retaining
the physical resources and human capital necessary to successfully execute the strategies.

Presently, the Company has four primary strategic initiatives: branch expansion, quality loan growth, deposit
growth and increasing fee revenues. The Company’s ability to successfully execute these initiatives depends
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upon a variety of factors, including our ability to attract and retain experienced personnel, the continued
availability of desirable business opportunities and locations, the competitive responses from other financial
institutions in our new market areas, and the ability to manage growth.

All of these strategies could cause the Company’s expenses to increase faster than revenues. There are
considerable initial and on-going costs involved in opening branches, growing loans in emerging markets,
attracting new deposit relationships and repositioning the investment management and trust segment that can
negatively impact earnings. For example, it takes time for new branches and relationships to achieve profitability.
Expenses could be further increased if there are delays in the opening of new branches or if attraction strategies
are more costly than expected. Delays in opening new branches can be caused by a number of factors such as the
inability to find suitable locations, zoning and construction delays, and success in attracting qualified personnel
to staff the new branch. In addition, there is no assurance that a new branch will be successful even after it has
been established.

Reputation Risk

Reputation risk arises from the possibility that negative publicity regarding the Company’s business practices,
whether true or not, will cause a decline in its customer base or result in costly litigation. In a service industry,
such as the financial services industry. where product choices between companies are not always clearly
distinguishable and which in many cases are fungible, a company’s reputation for honesty, fair-dealing and good
corporate governance may be one of its most important assets. Loss of or damage to that reputation can have
SEVETEe CONSEequences.

ITEM 1B. Unresolved Staff Comments

None,

ITEM 2, PROPERTIES

On December 31, 2006, AMCORE occupied 87 locations, of which 56 were owned and 31 were leased. The
Commercial, Retail and Mortgage Banking segments occupied 86 locations, of which 56 were owned and 30
were leased. The Investment Management and Trust segment leased one facility. All of these locations are
considered by management to be well maintained and adequate for the purpose intended. See Item 1 and Note 5
of the Notes to Consolidated Financial Statements included under Item 8 of this document for further information
on properties. In addition, AMCORE had 310 ATM locations, some of which are owned and some of which are
part of a co-branding agreement, that were available without fee to AMCORE customers,

ITEM 3. LEGAL PROCEEDINGS

Management believes that no litigation is threatened or pending in which the Company faces potential loss or
exposure which will materially affect the Company’s consolidated financial position or consolidated results of
operations. Since the Company’s subsidiaries act as depositories of funds, trustee and escrow agents, they
occasionally are named as defendants in lawsuits involving claims to the ownership of funds in particular
accounts. This and other litigation is incidental to the Company’s business.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of security holders during the fourth quarter of 2006.




PART 11

ITEM S. MARKET FOR THE REGISTRANT’S COMMON EQUITY AND RELATED
STOCKHOLDER MATTERS

See ltems 6 and 8 of this document for information on the Company’s stock price ranges and dividends.
AMCORE’s common stock trades on the NASDAQ Stock Market LLC under the symbel “"AMFL™ Therc were
approximately 9,500 holders of record of AMCORE's commion stock as of March I, 2007. Sce Item 12 of this
document for information on the Company’s cquity compensation plans.

The Company’s policy is to declare regular quarterly dividends based upon the Company's earnings, financial
position, capital requirements and such other factors deemed relevant by the Board of Directors. This dividend
policy is subject to change, however, and the payment of dividends by the Company is necessarily dependent
upon the availability of earnings and liquidity and the Company’s expected financial condition in the future. The
payment of dividends on the Common Stock is also subject to regulatory capital requirements. For further
information on quarterly dividend payments, see the Condensed Quarterly Earnings and Stock Price Summary at
the end of Item §&.

The Company’s principal source of funds for dividend payments to its stockholders is dividends received from
the Bank. Under applicable banking laws, the declaration of dividends by the Bank in any year, in excess of its
net profits, as defined, for that year, combined with its retained net profits of the preceding two years, must be
approved by the Office of the Comptroller of the Currency. For further discussion of restrictions on the payment
of dividends, see Item 7, Management's Discussion and Analysis of the Results of Operations and Financial
Condition and Note 19 of the Notes to the Consolidated Financial Statements.

The following table presents information relating to all Company repurchases of common stock during the fourth
quarter of 2006:

Issuer Purchases of Equity Securities

(d) Maximum # (or
(c) Total # of Shares  Approx. Dollar Value) of
(a) Total # Purchased as Part of  Shares that May Yet Be

of Shares  (b) Average Price  Publicly Announced Purchased Under the
Period Purchased Paid per Share Plans or Programs Plans or Programs
Beginning Balance .. ............... 2,402,990
October 1 —31,2006 ............... 343,171 $30.97 340,314 2,062,676
November 1 —30,2006 ............. 151,407 31.21 151,407 1,911,269
December 1 —=31,2006 ............. 81,000 31.43 81,000 1,830.269

Total . ... ... 575,578 $31.24 572,721 1,830,269

The Company’s Board of Directors authorized a share repurchase program on May 3, 2006. The repurchase
program allows the repurchase of up to three million shares for a 12-month pertod and will be executed through
open market or privately negotiated purchases. The Company regularly repurchases shares in open-market
transactions in accordance with Exchange Act Rule 10b-18 through a limited group of brokers to replenish the
Company’s treasury stock for re-issuances related to stock option exercises and other employee benefit plans.
Included in the repurchased shares above are direct repurchases from participants, at their discounted price,
related to the administration of the Amended and Restated AMCORE Stock Option Advantage Plan. There were
no shares tendered in the fourth guarter to effect stock option exercise transactions in the numbers above.




ITEM 6. SELECTED FINANCIAL DATA

Five Year Comparison of Selected Financial Data

2006 2005 2004 2003 2002
(in thousands, except per share data}
FOR THE YEAR:
Interestincome .. ...... .. .. ... .. ..., $ 339176 § 280,609 § 232441 § 226679 $ 251.351
Interestexpense .............. ... ... ..., 174,218 118,975 80.855 90.061 122,360
Netinterestincome ............................. 164,958 161,634 151,586 136.618 128,991
Provision forloan losses .......... . ... ... ..... 10,120 15,194 15,530 24917 12,574
Non-interest income ........... . .. ... 75.589 66413 65914 81.535 59.672
Operating eXpenses .. ..ot ive i, 165,365 145,365 137,307 134,311 122,855
Income from comtinuing operations before income
aXCS L 65,002 67,488 64,663 58,925 53.234
InCOme taXes ... e 18,035 19,501 18,632 15,756 12,316
Net income from continuing operations ............. 5 47027 $ 47987 § 46031 % 43169 $ 400918
Discontinued operations:
(Loss) income irom discontinued operations . .. .. {130 707 (62% 685 4257
Income tax (benefit) expense ................. (379) 3,753 (294) 350 1,704
Income (loss) from discontinued operations . ...... ... 3 248 % (3.046) 3 {335) % 335 % 2.553
Netincome ... ... ... . . i, $ 47275 % 44941 5 456% $ 43504 § 43471
Return on averageassets (1) ...................... (.88% 0.94% 0.97% 0.98% 0.96%
Return on averageequity (1) . ..................... 11.76 12.18 12.15 11.80 12.42
Netinterest margin ..., ...................... 3.38 3.51 3.56 3.49 3.48
AVERAGE BALANCE SHEET:
Totalassets ... .. .. $5369.268 §$5,117.654 34749072 $4.424,520 54.242.499
Grossloans ... ... ... ... 31858,163 3480947 3128352 2902208  2.665.875
Earningassets ... 0o 5008905 4.738.688  4380,796 4,069,154 3,899 32|
Deposits . .. ... . 4224826 39787225 3,566.237 3335177 3.091532
Long-term borrowings . ............ ... ... 305,078 166,837 178,584 193,862 212,997
Stockholders™ equity ... L 399.916 394,117 378,771 365,639 329.548
ENDING BALANCE SHEET:
Tl 88018 ..o e $5.292,383  $5.344,902 $4,940488 $4,543,628 $4,520,714
Grossloans . ............... ... ... .. L. 3.946.551 3.721,864 3,278,800 2992309 2,883,717
Eaming Q88€18 ..ot 4,863,678 4,935,124 4,559,580 4,193,474 4,145,365
Deposits «. . e 4346182 47213216 3,734,691 3,375,937 3,301,475
Long-term borrowings ........... ... ... L 342,012 169,730 165,018 184,610 185,832
Stockhalders™ equity . ... . ... 400,046 398,517 386,578 375,584 355,681
FINANCIAL CONDITION ANALYSIS:
Allowance for loan losses to year-end loans .. ........ 1.04% 1.10% 1.25% 1.41% 1.22%
Allowance to non-accrual loans ... ............... 136.16 187.99 135.81 132.98 108.24
Net charge-offs toaverage loans . .................. 0.26 0.42 0.47 0.57 0.42
Non-accrual loans to gross loans .. .............. ... 0.76 0.58 0.92 1.06 113
Average long-term borrowings to average equity .. .. .. 76.29 42.33 47.15 53.01 64.63
Average equity o averageassets . .. ... ... ....... 745 7.70 7.98 8.27 177
STOCKHOLDERS’ DATA:
Earnings Per Common Share
Basic:  Income from continuing operations .. ...... $ 192 § 193 § 184 % 173 § 1.66
Discontinued operations ................. 0.01 (0.12) (0.cn 0.02 0.10
Netlncome ... ... ... ..., $ 193 § 1.81 § 1.83 % 1.75 % 1.76
Diluted: Income from continuing operations ........ $ 1.9 § 1.91 % 182 % 1.72 % 1.64
Discontinued operations .. ............... 0.01 0.12) (0.01) 0.01 .11
Netlncome ........................... $ .92 % 1.79 % 1.81 % 1.73 1.75
Book value pershare ... L oo $§ 1681 $ 1606 $ 1557 % 1498 -$ 1435
Dividendspershare ............. ... ... ........ 0.74 0.68 0.68 0.66 0.64
Dividend payoutratio . ............. oL 38.23% 37.54% 37.11% 37.80% 36.44%
Average common shares outstanding . ... ... L 24,466 24814 24953 24,896 24,701
Average diluted shares outstanding . .. .............. 24,562 25,087 25,251 25,090 24911

(1) Ratios from continuing operations.




ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

The following discussion highlights the significant factors affecting AMCORE Financial, Inc. and Subsidiaries
(*AMCORE" or the “Company™) consolidated financial condition as of December 31, 2006 compared to
December 31. 2005. and the consolidated results of operations for the three years ended December 31, 2006. The
discussion should be read in conjunction with the Consolidated Financial Statements, accompanying Notes to the
Consolidated Financial Statements, and selected financial data appearing elsewhere within this report.

FACTORS INFLUENCING FORWARD-LOOKING STATEMENTS

This report on Form 10-K contains, and periodic filings with the Securities and Exchange Commission and
written or oral statements made by the Company’s officers and directors to the press, potential investors,
securitics analysts and others will contain, forward-looking statements within the meaning of Section 27A of the
Securities Act of 1933 and Section 21E of the Securities Act of 1934, and the Company intends that such
forward-looking statements be subject to the safe harbors created thereby with respect to, among other things, the
financial condition, results of operations, plans, objectives, future performance and business of AMCORE.
Statements that are not historical facts, including statements about beliefs and expectations, are forward-looking
statemenis. These statements are based upon beliefs and assumptions of AMCORE’s management and on
information currently available to such management. The use of the words “believe”, “expect”, “anticipate”,
“plan”, “estimate”, “should™, “may”, “will”" or similar expressions identify forward-looking statements. Forward-
looking statements speak only as of the date they are made, and AMCORE undertakes no obligation to update
publicty any forward-looking statements in light of new information or future events.

Contemplated, projected, forecasted or estimated results in such forward-looking statements involve certain
inherent risks and uncertainties. A number of factors - many of which are beyond the ability of the Company to
control or predict - could cause actual results to differ materially from those in its forward-looking statements.
These factors include, among others, the following possibilities: (1) heightened competition, including
specifically the intensification of price competition, the entry of new competitors and the formation of new
products by new or existing competitors; (1) adverse state, local and federal legislation and regulation or adverse
findings or rulings made by local, state or federal regulators or agencies regarding AMCORE and its operations,
(111} failure to obtain new customers and retain existing customers; (IV) inability to carry out marketing and/or
expansion plans; (V) ability to attract and retain key executives or personnel; (VI} changes in interest rates
including the cffect of prepayment; (V1) general economic and business conditions which are less favorable than
expected; (VIH) equity and fixed income market fluctuations; (IX) unanticipated changes in industry trends;
{X) unanticipated changes in credit quality and risk factors; {XI) success in gaining regulatory approvals when
required; (XI1} changes in Federal Reserve Board monetary policies; (XI11) unexpected outcomes on existing or
new litigation in which AMCORE, its subsidiaries, officers, directors or employees are named defendants; (X1V)
technological changes; (XV) changes in U.S. generally accepted accounting principles: (XVI) changes in
assumptions or conditions affecting the application of “critical accounting estimates”; (XVII) inability of third-
party vendors 1o perform critical services for the Company or its customers; (XVIII) disruption of operations
caused by the conversion and installation of data processing systems, and (XIX) zoning restrictions or other
limitations at the local level, which could prevent limited branch offices from transitioning to full-service
facilities.

CRITICAL ACCOUNTING ESTIMATES

The financial condition and results of operations for AMCORE presented in the Consolidated Financial
Statements, accompanying Notes to the Consolidated Financial Statements, selected financial data appearing
elsewhere within this report, and management’s discussion and analysis are, to a large degree, dependent upon
the Company’s accounting policies. The selection and application of these accounting policies involve
judgments. estimates and uncertainties that are susceptible to change.
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Presented below are discussions of those accounting policies that management believes require its most difficult,
subjective and complex judgments about matters that are inherently uncertain (Critical Accounting Estimates)
and are most important to the portrayal and understanding of the Company’s financial condition and results of
operations. In the event that different assumptions or conditions were to prevail, and depending upon the severity
of such changes. the possibility of materially different portrayal of financial condition or results of operations is a
reasonable likelihood. See also Note | of the Notes to Consolidated Financial Statements.

Allowance for Loan Losses

Loans, the Company’s largest income earning asset category, are periodically evaluated by management in order
to establish an adequate allowance for loan losses (Allowance) to absorb estimated losses that are probable as of
the respective reporting date. This evaluation includes specific loss estimates on certain individually reviewed
loans where it is probable that the Company will be unable to collect all of the amounts due (principal or interest)
according 1o the contractual terms of the loan agreement (impaired loans) and statistical loss estimates for loan
groups or pools that are based on historical loss experience, as adjusted for other loss estimates that are based
upon the size, quality, and concentration characteristics of the various loan portfolios, adverse situations that may
affect a borrower’s ability to repay, and current economic and industry conditions, ameng other things, Additions
to the Allowance are charged against earnings for the period as a provision Tor loan losses (Provision).
Conversely, this evaluation could result in a decrease in the Allowance and Provision.

Actual loan losses are charged against and reduce the Allowance when management believes that the collection
of principal will not occur. Unpaid interest attributable to prior years for loans that are placed on non-accrual
status is also charged against and reduces the Allowance. Unpaid interest for the current year for loans that are
placed on non-accrual status is charged against and reduces the interest income previously recognized.
Subsequent recoveries of amounts previously charged to the Allowance. if any. are credited to and increase the
Allowance. The Allowance is also subject to periodic examination by regulators whose review includes a
determination as to its adequacy to absorb probable losses.

Those judgments and assumptions that are most critical to the application of this accounting policy are the initial
and on-going creditworthiness of the borrower, the amount and timing of future cash flows of the borrower that
are available for repayment of the loan, the sufficiency of underlying collateral, the enforceability of third-party
guarantees, the frequency and subjectivity of loan reviews and risk gradings, emerging or changing trends that
might not be fully captured in the historical loss experience, and charges against the Allowance for actual losses
that are greater or less than previously estimated. These judgments and assumptions are dependent upon or can
be influenced by a variety of factors including the breadth and depth of experience of lending officers, credit
administration and the corporate loan review staff that periodically review the status of the loan, changing
economic and industry conditions, changes in the financial condition of the borrower and changes in the value
and availability of the underlying collateral and guarantees.

While the Company strives to reflect all known risk factors in its evaluations, judgment errors may occur. [f
different assumptions or conditions were to prevail, the amount and timing of interest income and loan losses
could be materially different. These factors are most pronounced during economic downturns and may continue
into an economic recovery, as specific credit performance may not be immediately affected by the stress of the
downturn. Since, as described above. so many factors can affect the amount and timing of losses on loans, it is
difficult to predict with any degree of certainty the effect to income if different conditions or assumptions were to
prevail. Nonetheless, if any combination of the above judgments or assumptions were to have adversely affected
the adequacy of the Allowance by ten percent during 2006, an additional Provision of $4.1 million may have
been necessary. See also Table 2 and Note 4 of the Notes to Consolidated Financial Statements.

Mortgage Servicing Rights

The Company recognizes as separate assets the right to service mortgage loans for others and collects a fee for
doing so. Because it is retained as an asset, the amount altocated to mortgage servicing rights will have a
favorable impact on the amount of gain or loss that is recognized on the sale of the loans.
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The mortgage servicing rights asset is amortized in proportion 1o the principal amortization of the underlying
loan portfolios that are being serviced. Amortization of the servicing rights asset will reduce the amount of
income that is recorded in the respective period from the servicing of the mortgage loans.

Each reporting period. the Company re-evaluates the fair value of its remaining mortgage servicing rights asset.
The amount by which the unamortized carrying amount of mortgage servicing rights exceeds the new estimate of
fair value is charged against earnings for the period. Rather than directly reducing the unamortized carrying
amount of the servicing rights asset, a valuation allowance is established for the same amount as the charge
against earnings. In subsequent reporting periods, depending upon current estimates of fair value, the valuation
allowance may be reversed. The reversal is limited to the remaining amount of the valuation allowance and will
result in an increase in earnings in such period.

The periodic re-evaluation of fair value is based upon current estimates of the present value of remaining net
servicing cash flows that incorporate numerous assumptions including the cost of servicing the loans, discount
rates, prepayment rates and default rates. This re-evaluation is performed by stratifying mortgage servicing rights
assets into pools based upon loan type and investor. Valuation allowances are recorded for each defined pool, as
applicable. Valuation allowances required for one pool cannot be offset by the amount that the fair value of
another pool exceeds its unamortized carrying amount.

Judgments and assumptions that are most critical to the application of this accounting policy are prepayment
speeds that will determine the amount and period of servicing revenue that is expected to be earned, appropriate
risk-weighted discount rates used to determine the present value of estimated net future cash flows, estimated
interest earned on amounts collected for real estate tax and property insurance premiums that are held in escrow
until payment is due and estimated costs to service the loans. These assumptions are based upon actual
performance of the underlying loans and the general market consensus regarding changes in mortgage and other
interest rates. For example, declining mortgage interest rates typically result in accelerated mortgage
prepayments, which tend to shorten the life and reduce the value of the servicing rights asset.

If different assumptions and conditions were to prevail, materially different amortization and valuation
allowances than those that were recorded may be required. Since, as described above, so many factors can affect
the value of mortgage servicing rights, it is difficult to predict with any degree of certainty the effect to income if
different conditions or assumptions were to prevail. Nonetheless, if any combination of the above judgments or
assumptions were to have adversely affected their fair value by ten percent beyond their carrying value at
December 31, 2006, an impairment charge of $1.4 million would have been necessary. See also Key Initiatives
and Other Significant Events and Note 7 of the Notes to Consolidated Financial Statements.

Loan Securitizations and Sale of Receivables

The Company periodically sells certain indirect automobile loans in securitization transactions (the “Auto Loan
Sales™). Upon the sale, the net carrying amount of the loans are removed from the consolidated balance sheet in
exchange for cash and certain retained residual interests. The retained interests include rights to service the loans
that are sold (the “Servicing Rights™) and an interest in residual cash flows (the “Interest Only Strip”). The
Interest Only Strip includes the excess of interest collected on the loans over the amount required to be paid to
the investors and the securitization agent (the “Excess Spread”™) plus an interest in sales proceeds that are not
remitted by the securitization trust at the time of the initial sale of the loans to the extent it exceeds projected
credit losses (the “Credit Enhancement” or **Overcollateralization™). The carrying value of the loans removed
from the balance sheet includes the unpaid principal balance of the loans, net of an allocable portion of the
Allowance for Loan Losses, minus the portion of the carrying value of the loans that are allocated to the retained
residual interests. Because they are retained assets, the amount allocated and recorded for the residual interests
has a favorable impact on the amount of gain or loss that is recognized upon the sale of the loans.
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Since the projected income from the Servicing Rights has approximated what is considered “adequate
compensation™ for servicing the loans, no asset or liability is recorded for Servicing Rights. Income from
servicing is recognized as earned pursuant to the terms of the servicing agreement and to the extent cash
collections from the borrowers exceed payments to the investors and agent. Cash collections in excess of the
Servicing Rights income that is earned is next applied to the Interest Only Strip. The value allocated to the
Interest Only Strip is reduced and interest income is recorded assuming a constant yield based upon the discount
rate used to estimate its fair value. At the end of the estimated life of the securitization, the carrying value of the
Interest Only Strip that is attributable to the Excess Spread will be fully amortized. At that time, the carrying
value of the Interest Only Strip that is attributable to the Overcollateralization will have accreted to the cash that
is expected to be released by the securitization trust.

Because the Company's retained residual interests are subordinated to the interests of securitization investors and
the trust agent. there are risks that the carrying value of the Interest Only Strip will not be fully recovered, which
would result in a charge to carnings. These include the risk that the asset will have a shorter life than originally
estimated (prepayment risk), that actual credit losses may exceed expected credit losses (credit risk) and that
interest paid o the securitization trust and investors will be greater than projected (interest rate risk). The
Company’s risk of loss attributable to credit and prepayment risk is limited to its interest in the Interest Only
Strip. Neither the investors nor the securitization trust have any further recourse to the Company’s other assets.
The Company's risk of loss attributable to interest rate risk could exceed the Company’s interest in the Excess
Spread. but such a possibility is not considered probable as of December 31, 2006. Each reporting period, the fair
value of the Interest Only Strip is evaluated based upon current estimates and assumptions of the net present
value of residual future cash flows net of remaining expected credit losses and anticipated refunds of
Overcollateralization. Changes in fair value are generally recorded net of tax as a component of other
comprehensive income (OCI). If this evaluation results in fair values that are less than the amortized carrying
value of the Interest Only Strip, and if the decline is considered other than temporary, in accordance with
Emerging Issues Task Force (EITF) Issue No. 99-20 “Recognition of Interest Income and Impairment on
Purchased and Retained Interests in Securitized Financial Assets,” the decline is charged against earnings for the
current period. Finally, each reporting period, new Interest Only Strip amortization schedules are developed
based upon current estimates, assumptions, adjusted carrying values and revised constant yields.

Judgments and assumptions that are most critical to the application of this accounting policy are estimated
defaults, delinquencies and credit losses, projected prepayment speeds, projected interest rates, and discount
rates, These assumptions are based upon demonstrated credit performance. the prepayment history of the
underlying loans and market consensus on future interest rates. These are, in turn, most highly influenced by
general economic conditions, with the greatest adverse effect during economic downturns and periods of rapidly
chunging interest rates.

If different assumptions and conditions were to prevail, noticeably different results could occur because the
recorded value of the Interest Only Strip may need to be written off or written down faster than planned and cash
flows from the retained residual interests may be less than expected. Since, as described above, so many factors
can affect the value of the Interest Only Strip, it is difficult to predict with any degree of certainty the affect on
income if different conditions or assumptions were 1o prevail. Nonetheless. if any combination of the above
judgmenis or assumptions were to have adversely affected their value by an additional ten percent and the
decline was determined to be other than temporary, an impairment charge of $486,000 would have been
necessary. Sec also Note 8 of the Notes to Consolidated Financial Staterments.

OVERVIEW OF OPERATIONS
AMUCORE reported net income from continuing operations of $47.0 million or $1.91 per diluted share for the
year ended December 31. 2006. This compares to $48.0 million or $1.91 per diluted share for the same period in

2005 and represents a $960,000 or 2% decrease year 1o year. Diluted earnings per share from continuing
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operations remained unchanged at $1.91. AMCORE’s return on average equity and on average assets from
continuing operations for 2006 was 11.76% and (.88%. respectively, compared to 12.18% and 0.94%,
respectively, in 2005,

Net income including discontinued operations was $47.3 million, or $1.92 per diluted share, for the year ended
December 31, 2006. This compares to $44.9 million, or $1.79 per diluted share, for the same period in 2005 and
represents a $2.3 million or 5% increase year 1o year. Diluted eamings per share including discontinued
operations increased $0.13 or 7%.

The most significant factors affecting 2006 net income from continuing operations, compared to 2005, were:

Net interest income — Increased $3.3 million due to increased loan yields and volumes, partially offset by higher
funding costs. Increased commercial real estate loan yields and volumes were the largest contributor. Net interest
margin was 3.38% in 2006 compared to 3.51% in 2005. The reduction in net interest margin was due to increased
funding costs.

Provision for loan Insses — Declined $5.1 million 10 $10.1 million in 2006 from $15.2 million in 2005.

Nen-interest income — Increased $9.2 million. The most significant increases were attributable to $3.0 miliion in
other non-interest income resulting from carnings from investments in private equity funds, $2.5 million in
company owned life insurance income, $2.1 million in service charges on deposits, Bankcard fee income of
$1.3 million, and increased investment management and trust income of $1.1 million.

Operating expenses — Increased $20.0 million from 2005 to 2006. Personnel costs increased $11.6 million
primarily due to stock based compensation expense, an actuarial adjustment on a retirement plan, branch
expansion and additional compliance staff, Other increases included $5.3 million in professional fees and a
$2.1 million expense related to debt extinguishment.

Income taxes — Decreased $1.5 million, mainly due to lower earnings before income taxes. The effective tax rate
was 27.7% in 2006 compared to 28.9% in 2005.

Discontinued operations - Income of $248,000 was realized in 2006 compured to a $3.0 million after-tax loss on
the sale of Investor’s Management Group, Ltd. (IMG) in 2003.

KEY INITIATIVES AND OTHER SIGNIFICANT EVENTS

Key Initiatives

Branch Expansion - The Company’s Banking operations (“Bank’™) launched a branch expanston initiative
during 2001 targeting the area generally bounded by Interstates 94 in the north, 294 and 94 in the east, 80 in the
south and 90 and 39 in the west (the “Branch Expansion”). The Branch Expansion strategy initially targets
markets where there are high concentrations of mid-size businesses, with a seasoned commercial lending and
treasury management sales staff in a leased Facility (limited branch office or “LBO”}. Once a book of business is
developed and the LBO becomes profitable, plans to develop a permanent site for a full service facility in a
nearby area that is surrounded by a high concentration of homeowners with strong population and household
income growth are initiated. Increased capabilities in the markets served by these facilities, in addition to better
brand recognition, are expected to accelerate the Company’s ability (o generate Bank-issued deposits, which will
better support loan growth and decrease the use of wholesale funding.

Since the inception of the Branch Expansion strategy in April 2001, 29 new branches, net of closed offices, have

opened. The new locations have contributed $1.9 billion in loans and $793 mitlion in deposits outstanding as of
December 31, 2006. Same store contributions, which include new branches that have been open at least one year,
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were $1.7 billion in loans and $760 million in deposits outstanding at December 31, 2006. During 2006, the
Company opened six (net) new branches in the Chicago suburbs of Jolict, Wheaton, Northbrook, Lombard,
Wheaton and Woodridge, lllinois. a branch within the city limits of Chicago, Belvidere. lllinois and Wauwatosa,
Wisconsin. a Milwaukee suburb.

The Company has regulatory approval to open 11 additional branches. By the end of 2009, the Company expects
to have two-thirds of its branches located in markets that the Company believes exhibit strong growth
characteristics.

To date, the Company’s Board of Directors has authorized a capital investment of $120 million to fund the
Company’s Branch Expansion. As of December 31, 2006. $50 million of the total $120 million capital
commitment remained to be spent.

As a complement to its Branch Expansion, the Bank has also expanded its automated teller machine system
{ATM3s), which includes both owned and third party operated, to 156 in Illineis and 154 in Wisconsin. or 310
overall at December 31, 2006 frem 132 in [llinois and 135 in Wisconsin, or 267 overall, at December 31, 2003,
These amounts include 122 additional ATMs located in Walgreens drug stores primarily throughout Wisconsin
as part of 4 co-branding relationship. The placement of additional ATMs is an important part of AMCORE’s
commitment to provide quality customer service as additional ATMs provide AMCORE customers greater ease
and convenience tn completing Banking transactions.

Impact of inflation — Apant from operating expenses, the financial services industry is not directly affected by
inflation, however, as the Fed monitors economic trends and developments. it may change monetary policy in
response to economic changes which would have an influence on interest rates. See discussion of Net Interest
Income, changes due to rate, below.

Quality Loan Growth - Improving credit quality is part of AMCORE's Quality Loan Growth initiative. Average
loans rose $377 million to $3.9 billion during 2006. an 11% increase over 2005. Over the same period of time,
total non-performing loans increased 7% or $2.2 million to $32.4 million, and was comprised of an $8.4 million
increase in non-accrual loans and a decrease of $6.2 million in loans ninety-days past due and still accruing. The
increase included a $9.8 million commercial real-estate loan with a specific loss allocation of $3.4 million at
December 31, 2006.

Deposit Growth — Average Bank-issued deposits grew to 33.5 billion in 2006, an increase of 4%, or
$125 million, compared to $3.4 billion in 2005. The modest increase reflects the Company’s efforts to ensure that
its deposil attraction strategies are priced at competitive, but profitable, levels. As a result, some customers,
including correspondent Banks, moved balances to other institutions. AMCORE continues to focus on
transactional deposit growth, such as checking accounts, which helps lower funding costs, as well as increasing
the number of households served by the Company. Handling a customer’s checking account enables the Bank to
cross-sell other products and increases the likelihood of retaining their business over time. The Company’s goal
is to become the customer’s primary Bank, meeting all of their Banking, mortgage and investment needs. Over
the last year. the total number of households served by AMCORE increased by 6%. On the commercial side, the
Company’s main emphasis is on cash management products, including remote deposit capture, as it focuses on
its core niche of mid-size commercial customers.

AMCORE's focus is on competitive yet profitably priced Bank-issued deposit growth because it provides a
source of funding for the Branch Expansion and the Quality Loan Growth initiatives, and is also a means of
reducing reliance on wholesale funding sources that may be at a higher cost. Customer attraction strategies
during 2005, especially in the newer markets, included a market segment of high initial rates for transaction and
savings account balances. While this strategy did initially bring in balances, as rates rose these customers
migrated to CDs and other high rate products within the Bank or to other institutions once the high initial rates
expired. This strategy was being phased out in 2006, and a more market-oriented, spread-based deposit sales
strategy that focuses on pricing at competitive but profitable levels is being emphasized.

18




Increasing Fee Income — Increasing fee income, specifically from the Investment Management and Trust
segment (IMT) and Mortgage Banking segment, is an area of increased management attention. As of the end of
2005, IMT completed its migration to an open architecture sales platform, which has allowed greater customer
access to non-proprietary products. This included the transition of $142 million in assets of three Company-
managed Vintage equity funds into two mutual tunds managed by Federated investors, Inc. (Federated) in
September 2005 and the sale of the asset management subsidiary, Investors Management Group, Ltd. (IMG), to
West Bancorporation, Inc. (West Banc) on December 30, 2005. With these transactions, AMCORE has
transitioned from being a developer of proprietary investment products to being a provider that can offer its
customers a wider array of investment product cheices. The results of IMG for prior periods and the related sale
are reported as discontinued operations.

The changes in the business due to the combined impact of the Federated and West Banc transactions resulted in
slower income growth initially, however IMT income for 2006 was $16.2 million, up $1.1 million or 7% from
$15.1 million 2005.

On January 22, 2007, the Company announced a strategic arrangement with a leading national mortgage services
company to provide private-label loan processing and servicing support. As part of this arrangement, the
Company sold its Originated Mortgage Servicing Rights portfolio. The arrangement will offer AMCORE a
greater breadth of products, more competitive pricing and greater processing efficiencies and is expected to better
position the Company for future loan origination growth. With the arrangement, AMCORE expects to better
control risks and costs associated with its mortgage business, The sale of the Company originated mortgage
servicing rights portfolio will occur during the first quarter 2007. The transition to the new processing and
servicing arrangement will continue into the second quarter of 2007.

Capital Efficiency and Deployment — The Company’s priorities with respect to effectively deploying capital
include a more structured pricing discipline that targets profitable growth on both sides of the balance sheet,
migration of the balance sheet away from lower spread investments to higher spread loans and buying back its
common shares.

On May 4, 2006, the Company announced that its Board of Directors authorized a stock repurchase program
(Repurchase Program) of up to three million common shares, or approximately 12% of diluted shares
outstanding. The repurchase authorization is for a twelve-month period. The repurchased shares will become
treasury shares. As of December 31, 2006, 1.17 million shares had been repurchased pursuant to the Repurchase
Program at an average price of $31.27 per share. During 2006, the Company increased its dividend from $0.68 to
$0.74 per share, an increase of $0.06 per share, or 9%.

The Bank issued $50 million of long-term subordinated debentures that qualify as Tier 2 capital for regulatory
purposes. The issuance of the subordinated debentures was undertaken to improve the mix of the Bank’s total
risk-based capital position and to allow the Company, through increased dividends from the Bank, to improve its
short-term liquidity and fund the Repurchase Program. In addition, the Bank resold $15 million of the
Company’s issuance of a trust preferred security that it had repurchased a few years ago.

Other Significant Events

Key Personnel Changes — On July 11, 2006, the Company announced the resignation of Joseph B. McGougan,
President of AMCORE Mortgage, a division of the Bank, effective June 30, 2006. In connection with the
resignation, the Company entered into an agreement with Mr. McGougan providing for payment of one year’s
base salary and certain other benefits, which were accrued in 2006. The AMCORE Mortgage President position
will not be replaced.

In October 2006, the Company announced the retirement of Patricia M, Bonavia, Executive Vice President and
Chief Operating Officer of AMCORE Investment Group, N. A. In connection with the retirement, the Company
entered into an agreement with Ms. Bonavia providing for payment of one year’s base salary and certain other
benefits, which were accrued in 2006, Ms. Bonavia retired as of March 9, 2007.
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On February 2, 2007, the Company announced the resignation of John R. Hecht, Executive Vice President and
Chief Commercial Officer of AMCORE Bank, N.A_, effective February 1, 2007. In connection with the
resignation, the Company entered into an agreement with Mr. Hecht providing for payment equivalent to one
year’s base salary and certain other benefits, including a lump-sum payment from a non-qualified executive
retirement plan. The expense related to this agreement will be recorded in the Company’s financial statements
during the first quarter of 2007.

Accounting Changes — Following is a discussion of accounting standards that affected the Company’s
Consolidated Financial Statements for the periods and dates presented, along with recently issued accounting
standards that may impact future periods.

Stock-based Compensation. Statement of Financial Accounting Standards (SFAS) No. 123 (Revised 2005)
(123R}), “Share-Based Payment” requiring compensation cost relating to share-based payment transactions be
recognized in the Consolidated Financial Statements was effective for periods beginning after December 15,
2005. The Company’s implementation of SFAS No. 123R resulted in an increase in stock-based expense of
$2.2 million in 2006. Total stock-based compensation expense in 2006 was $3.0 million and was $738,000 in
2005. See Note 13 of the Notes to the Consolidated Financial Statements.

Defined Benefit Pension and Other Postretirement Plans. SFAS No. 158, “Employers’ Accounting for
Defined Benefit Pension and Other Postretirement Plans-an amendment of FASB Statements No. 87, 88, 106,
and 132(R)” was issued in September 2006. The standard requires companies to recognize the funded status of
benefit plans in its statement of financial position, recognize as a component of other comprehensive income, net
of tax, the gains or losses and prior service costs or credits that arise during the period but are not recognized as
components of net periodic benefit cost, measure defined benefit plan assets and obligations as of the date of the
employer’s fiscal year-end statement of financial position, and disclose in the notes to financial statements
additional information about certain effects on net periodic benefit cost for the next fiscal year that arise from
delayed recognition of the gains or losses, prior service costs or credits, and transition assets or obligations. The
adoption of SFAS No. 158 did not have a material effect on the Company’s Consolidated Financial Statements.
See Notes | and 14 of the Notes to the Consolidated Financial Statements for additional information.

Quantifying and Assessing Materiality of Misstatements. Staff Accounting Bulletin (SAB) No. 108, which
provides guidance on the effects of the accumulation of prior year misstatements in quantifying current year
misstatements and for assessing materiality, was issued in September 2006. The guidance is intended to eliminate
diversity in practice by requiring that materiality for a current year misstatement be assessed by considering both
the cumulative amount (iron curtain) and current year change (rollover) resulting from the misstatement. The
Company’s evaluation of SAB No. 108 resulted in no impact on the Company’s consolidated financial position
or results of operations. See Note | of the Notes to the Consolidated Financial Statements for additional
information.

Income Tax Uncertainties. Financial Interpretation (FIN) No. 48, “Accounting for Uncertainty in Income
Taxes-an Interpretation of FASB Statement No. 109" that clarifies the accounting for uncertain tax positions
recognized in an enterprise’s financial statements in accordance with FASB Statement No. 109, “Accounting for
Income Taxes™ was issued in June 2006. This interpretation prescribes a recognition threshold and measurement
attribute for the financial statement recognition and measurement of a tax position taken or expected to be taken
in a tax return. This interpretation also provides guidance on derecognition, classification, interest and penalties,
accounting in interim periods, disclosure, and transition. This interpretation is effective for fiscal years beginning
after December 15, 2006. The Company has not completed its evaluation of the standard, but adoption of this
interpretation will have no material impact on the Company’s consolidated financial position or results of
operations.

Fair Value Measurements. In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements,”
which defines fair value, establishes a framework for measuring fair value in generally accepted accounting
principles (GAAP), and expands disclosures about fair value measurements. The standard applies to other

20




accounting pronouncements that require or permit fair value measurements, but does not require any new fair
value measurements. For some entities, the application of the standard may change how fair value is measured.
The standard is effective for financial statements issued for fiscal years beginning after November 15, 2007, and
all interim periods within those fiscal years. The Company has not completed its evaluation of the standard, but
adoption is not expected to have a material impact on the Company’s consolidated financial position or results of
operations.

Split-Dollar Life Insurance. In September 2006, the FASB ratified Emerging Issues Task Force (EITF) Issue
Ne. 06-4 “Accounting for Deferred Compensation and Postretirement Benefit Aspects of Endorsement Split-
Dollar Life Insurance Arrangements.” The Issue requires companies to recognize a liability in accordance with
FASB Statement No. 106, “Employers’ Accounting for Postretirement Benefits Other Than Pensions” or
Accounting Principles Board (APB} Opinion No. 12 for future benefits on split dollar insurance arrangements if
the benefit to the employee extends to postretirement pertods. The issue is required to be applied to fiscal years
beginning after December 15, 2007, with earlier application permitted. Recognition of the liability should be
through either (a) a change in accounting principle through a cumulative-effect adjustment to retained earnings or
to other compaonents of equity or net assets in the statement of financial position as of the beginning of the year
of adoption, or (b) a change in accounting principle through retrospective application to all prior periods.
Adoption of this standard is not expected to have a material impact on the Company’s consolidated financial
position or results of operations.

Cash Surrender Value of Life Insurance. In September 2006, the FASB also ratified EITF Issue No. 06-5
“Accounting for Purchases of Life Insurance-Determining the Amount That Could Be Realized in Accordance
with FASB Technical Builetin (TB) No. 85-4, Accounting for Purchases of Life Insurance.” The Issue discusses
whether an entity should consider the contractual ability to surrender all of the individual-life policies or
(certificates under a group life policy) together when determining the amount that could be realized in
accordance with TB 83-4. Under some insurance contracts, the policies provide a surrender value greater if all
individual policies are surrendered at the same time rather than if the policies were surrendered over a period of
time. The EITF determined that any additional amounts included in the contractual terms should be considered
when determining the realizable amounts. This issue is effective for fiscal years beginning after December 15,
2006, with earlier application permitied, with the effects of applying this Issue being either (a) a change in
accounting principle through a cumulative-effect adjustment to retained earnings or to other components of
equity or net assets in the statement of financial position as of the beginning of the year of adoption or (b) a
change in accounting principle through retrospective application to all prior periods. The Company has not
finalized its evaluation of this issue, but adoption is not expected to have a material impact on the Company’s
consolidated financial position or results of operations.

Servicing of Financial Assets. In March 2006, the FASB issued SFAS No. 156, “Accounting for Servicing of
Financial Assets”, which amends SFAS No. 140, “Accounting for Transfers and Servicing of Financial Assets
and Extinguishments of Liabilities.” SFAS No. 156 requires an entity to separately recognize servicing assets and
servicing liabilities and to report these balances at fair value upon inception. Future methods of assessing values
can be performed using either the amortization or fair value measurement techniques. Adeption of SFAS No. 156
is required for transactions occurring in fiscal years beginning after September 15, 2006. The adoption of this
standard is not expected to have a material impact on the Company’s consolidated financial position or results of
operations.

Hybrid Financial Instruments. In February 2006, the FASB issued SFAS No. 155, “Accounting for Certain
Hybrid Financial Instruments”, which establishes the accounting for certain derivatives embedded in other
financial instruments (“hybrid financial instruments™). This Statement is effective for all financial instruments
acquired, issued, or subject to a remeasurement event occurring after January 1, 2007, the start of the Company’s
next fiscal year. The adoption of this standard is not expected to have a material impact on the Company’s
consolidated financial position or results of operations.
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Regulatory Developments — On May 31, 2005, the Bank entered into a written agreement with the OCC. The
agreement describes commitments made by the Bank and outlines a series of steps to address and strengthen the
Bank’s regulatery consumer compliance program. The Bank has continued to implement enhancements to its
consumer compliance program to address the matters identified by the OCC. These enhancements are subject to
review by the OCC to determine if they comply with the commitments made in the agreement or whether
additional steps are necessary.

On August 10, 2006, the Bank entered into a Consent Order with the OCC. This order primarily imposes
requirements on the Bank to take certain actions to strengthen its compliance monitoring policies, procedures,
training and overall program relating to the Bank Secrecy Act/Anti-Money Laundering (BSA/AML.) regulations.
The Consent Order did not impose any fine or civil money penalty on the Bank, but does make the Bank
ineligible for certain expedited approvals. AMCORE has been working to strengthen and enhance its BSA/AML
program to comply with the terms of the consent order. The BSA/AML program enhancements are subject to
review by the OCC to determine if they comply with the commitments made in the agreement or whether
additional steps are necessary.

EARNINGS REVIEW OF CONSOLIDATED STATEMENTS OF INCOME

The following highlights a comparative discussion of the major components of net income and their impact for
the last three years.

Net Interest Income

Net interest income is the difference between income earned on interest-carning assets and the interest expense
incurred on interest-bearing labilities. The interest income on certain loans and investment securities is not
subject to federal income tax. For analytical purposes, the interest income and rates on these types of assets are
adjusted to a “fully taxable equivalent,” or FTE basis. The FTE adjustment was calculated using AMCORE’s
statutory federal income Lax rate of 35%.

Overview — FTE adjusted interest income is as follows (in thousands):

Years Ended December 31,

2006 2005 2004
Interest Income Book Basis ... ... $339.176  $280.609 $232.441
FTE AdJustment . .. ... . i 4,192 4,775 4,327
Interest Income FTE Basis .. ..ottt et e e 343,368 285,384 236,768
Interest BXpense .. ..o 174,218 118,975 80,855
Net Interest Income FTEBasis .. ...t $169,150 $166,409 $i55,913

Net interest income on an FTE basis increased $2.7 million or 2% in 2006 and increased $10.5 million or 7% in
2005. The increases for both 2006 and 2005 were primarily driven by an increase in average loan volumes of
11%. Loan yields also contributed with increases of 99 basis points in 2006 and 80 basis points in 2003. These
were partially offset by increases in interest expense of 46% and 47%, respectively, in 2006 and 2005.

Net interest spread is the difference between the average rates on interest-earning assets and the average rates on
interest-bearing liabilities. Net interest margin represents net interest income divided by average earning assets.
These ratios can also be used to analyze net interest income. Since a portion of the Company’s funding is derived
from interest-free sources, primarily demand deposits, other liabilities and stockholders’ equity, the effective rate
paid for all funding sources is lower than the rate paid on interest-bearing liabilities alone.
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As Table | indicates, the net interest spread declined 26 basis points to 2.91% in 2006 from 3.17% in 2003, and
decreased 14 basis points in 2005 from the 2004 level of 3.31%. The net interest margin was 3.38% in 2006, a
decline of 13 basis points from 3.51% in 2005. The 2005 leve! was a decrease of five basis points from 3.56% in
2004. The declines in spread and margin for both periods were driven by higher funding costs, the result of
continued increases in short-term interest rates, deposit attraction strategies and tightening product spreads
resulting from improved credit conditions and increased competitive pressures.

The tevel of net interest income is the result of the relationship between the total volume and mix of interest-
earning assets and the rates earned and the total volume and mix of interest-bearing liabilities and the rates paid.
The rate and volume components associated with interest-earning assets and interest-bearing liabilities can be
segregated to analyze the period-to-period changes in net interest income. Changes due to rate/volume variances
have been allocated between changes due to average volume and changes due to average rate based on the
absolute value of each to the total change of both categories. Table 1 analyzes the changes attributable to the
volume and rate components of net interest income.

Changes due to volume — In 2006, net interest income (FTE) increased due to average volume by $9.7 million
when compared to 2005. This increase was comprised of a $16.9 million increase in interest income that was
partially offset by a $7.2 million increase in interest expense. In 2003, net interest income (FTE) increased due to
average volume by $13.3 million. This was comprised of a $20.3 million increase in interest income that was
partially offset by a $6.9 million increase in interest expense.

The 2006 increase in interest income of $16.9 million was primarily due to a $377 million or 11% increase in
average loans partially offset by a $100 million decline in average securities. Average commercial real estate and
commercial loans increased a combined $331 million, driven mostly by the Branch Expansion. Average
residential real estate loans increased $48 million, and average consumer loan balances declined $2 miilion
compared to the prior year.

The 2006 increase in average loans was funded by a $125 million or 4% increase in average Bank-issued
deposits and a $122 million or 20% increase in average wholesale funding,

The 2005 increase in interest income of $20.3 million was primarily driven by a $353 million or 11% increase in
average loans. The growth in average loans came from an increase of $470 million in commercial lending driven
mostly by the Branch Expansion. Average residential real estate loans increased $45 million, while average
consumer loan balances declined $162 million compared to the prior year, largely due to the Auto Loan Sales,
and lower volume of indirect automobile lending. The 2005 increase in average loans was funded by a
$383 million or 13% increase in avernge Bank-issued deposits. Average wholesale funding declined by
$35 million,

Changes due to rate — During 2006, net interest income (FTE} declined due to average rates by $7.0 million
when compared with 2005. This was comprised of a $41.1 million increase in interest income that was more than
offset by a $48.0 million increase in interest expense. Both loan yields and funding costs were affected by four 25
basis point increases in the federal funds (Fed Funds) rate that occurred throughout 2006. The yield on average
earning assets increased 84 basis points to 6.86% during 2006, compared to 6.02% in 2005. This was primarily
attributable to a 99 basis point increase in average loan yields due to increasing loan volumes and repricing of
variable rate loans in the rising rate environment. During this same period of time, the rate paid on average
interest bearing liabilities increased 110 basis points. All categories of liabilities except long-term borrowings
experienced increased rates driven by increases in general market rates and changes in the structure and term of
the liabilities.

During 2005, net interest income (FTE) declined due to average rates by $2.8 million when compared with 2004.
This was comprised of a $28.4 million increase in interest income that was more than offset by a $31.2 million

increase in interest expense. Both loan yields and funding costs were affected by eight 25 basis point increases in
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the Fed Funds rate that occurred throughout 2005. The yield on average earning assets increased 62 basis poinis
to 6.02% during 2005, compared to 5.40% in 2004. This was primarily attributable to an 80 basis point increase
in average loan yields due to increasing loan volumes in the rising rate environment. During this same period of
time, the rate paid on average interest bearing liabilities increased 76 basis points. All categories of liabilities
experienced increased rates driven by increases in short-term rates. Interest-bearing deposits, which saw the
largest increase, were also affected by promotional deposit pricing strategies that were part of the Deposit
Growth initiative.

Like most financial institutions, AMCORE has an exposure to changes in both short-term and long-term interest
rates. The Company expects its net interest margin to stabilize in the near term. Among those factors that could
cause margin and spread not to perform as anticipated by the Company include: greater and more frequent than
anticipated changes in interest rates, including the impact of basis risk between various interest rate indices,
changes in the shape of the vyield curve, the effect of prepayments or renegotiated rates, increased price
competition on both deposits and loans, promotional pricing on deposits, changes in the mix of earning assets
and the mix of liabilities, including greater than anticipated use of wholesale sources to fund the Branch
Expansion, and greater than expected loan delinquencies resulting in non-accrual status. Over a one-year horizon,
AMCORE expects that its interest-rate risk will be greater during a period of declining interest rates than it will
be during a period of rising interest rates. Subsequent to year end, an agreement was reached to sell the mortgage
servicing right portfolio (OMSRs). As a result, the Bank’s risk to an immediate decrease in rates was
substantially reduced.

Provision for Loan Losses

The 2006 Provision (see Critical Accounting Estimates discussion) was $10.1 million, a decrease of $5.1 million
or 33% from $15.2 million in 2005. The decline was primarily due to lower net charge-offs, which declined
$4.7 million in 2006 compared to 2005. Net charge-offs were $10.0 million or 26 basis points of average loans in
2006, compared to $14.7 million or 42 basis points of average loans in 2005.

The 2005 Provision was $15.2 million, a decrease of $336,000 or 2% from $15.5 million in 2004. Reduced loss
estimates on individual loans were largely offset by increased loss estimates on loan concentrations and higher
loss estimates on delinquent loans. Net charge-offs were $14.7 million or 42 basis points of average loans in
2005, compared to $14.6 million or 47 basis points of average loans in 2004.

Non-Interest Income

Total non-interest income is comprised primarily of fee-based revenues from Investment Management and Trust
and Bank-related service charges on deposits. Income from Bank and Company owned life insurance (COLI),
Bankcard fee income, mortgage Banking income and brokerage commission income are also included in this
category.

Overview — For 2006, non-interest income totaled $75.6 million, an increase of $9.2 million or 14% from
$66.1 million in 2005 due to increases in other non-interest income, COLI, service charges on deposits, Bankcard
fee income and Investment Management and Trust income.

For 2005, non-interest income totaled $66.4 million, an increase of $499,000 or 1% from $65.9 million in 2004,
Increases in service charges on deposits and other non-interest income were partly offset by lower net security
gains, gains on sale of loans and mortgage Banking income.

Investment management and frust income — Investment Management and Trust income includes trust services,
estate administration, financial planning, and employee benefit plan administration and recordkeeping services.
Investment Management and Trust income totaled $16.2 million in 2006, an increase of $1.1 million or 7% from
$15.1 million in 2005. This foilowed a decrease of $967,000 or 6% in 2005 from $!6.1 million in 2004. The
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increase for 2006 was primarily attributable to higher personal trust services and employee benefit income. The
decline in 2005 was primarily due to lower perscnal trust services and mutual fund services income. Investment
Management and Trust income does not include $4.7 million and $4.9 million of asset management related fees
for 2005 and 2004, respectively, which were reclassified to discontinued operations as a result of the Federated
transaction and the sale of IMG to West Banc (see Increasing Fee Income discussion). At December 31, 2006,
total assets under administration totaled $2,7 billion compared to $2.6 billion at the end of 2005.

Service charges on deposits — Service charges on deposits, the Company’s largest source of non-interest income,
totaled $25.6 million in 2006, a $2.1 million or 9% increase over $23.5 million in 2006. This follows an increase
of $3.5 million or [7% from $20.1 million in 2004. Service charges on consumer deposit accounts were the
primary driver of the increases for both periods and were impacted by an increase in deposit accounts resulting
from the Deposit Growth initiative. Enhancements to the Company’s fee structure and waiver policies led to
additional increases beginning mid-year 2006 and are expected to continue.

Mortgage Banking income — Mortgage banking income includes fees generated from the underwriting,
originating and servicing of mortgage leans along with gains realized from the sale of these loans, net of
origination costs, servicing rights amortization and impairment.

For 2000, mortgage banking income was $3.9 million, a decline of $154,000 from $4.1 million in 2003, Total
closings were $395 million in 2006 compared to $463 million in 2005. New purchase morigage closings were
$266 million or 67% of total closings in 2006, compared to $284 million or 61% of total closings in 2003. The
2006 decline in mortgage banking income was primarily due to lower gains on the sales of mortgage loans into
the secondary market that were nearly offset by lower amortization of mortgage servicing rights due to slower
run-off of loans serviced. Gains totaled $404,000 in 2006 compared to $1.4 million in 2005. Servicing rights
antortization expense totaled $2.5 million in 2006 compared to $3.1 million in 2005. For 2003, mortgage banking
income was $4.1 million, a decline of $1.0 million from $5.1 million in 2004, The decline in mortgage banking
income was primarily due to lower gains on the sales of mortgage loans during a period of rising interest rates,
Gains totaled $1.4 million in 2005 compared to $2.3 millien in 2004. New purchase morigage closings were
$284 million or 61% of total closings in 2005, compared to $262 millicn or 56% of total closings in 2004,

In 2007, after the transition to the new mortgage arrangement is complete, the Company will no longer generate
fee income in connection with the servicing of mortgage loans sold to the secondary market. The cost of
servicing those loans, a component of operating expense, will also be eliminated after the transition. This change
will also eliminate the volatility associated with the potential impairment of the value of the servicing rights as
the interest rate environment continues to shift over time. The arrangement will offer AMCORE a greater breadth
of products, more competitive pricing and is expected to better position the Company for future loan origination
growth. Additionally, the cost structure in our mortgage business will become almost entirely variable in nature,
allowing the Company to better absorb fluctuation in mortgage volumes. These include the costs of originating
loans that are netted against mortgage Banking income or interest income as well as processing and servicing
costs of loans retained in the Bank’s portfolio and that are a component of operating expenses. The Company
expects to record a gain on the sale of the servicing portfolio, net of transaction costs, in the first quarter of 2007.
See Key Initiatives and Other Significant Events for additional information.

As of December 31, 2006, the carrying value of AMCORE’s capitalized mortgage servicing rights was
$14.3 million, with no impairment valuation allowance. This compares to $13.3 million at December 31, 2005,
also with no impairment valuation allowance. The unpaid principal balance of mortgage loans serviced for others
was $1.5 billion as of December 31, 2006, compared to $1.4 billion as of December 31, 2005. The net carrying
value of the Company’s capitalized mortgage servicing rights, as a percentage of the unpaid principai balance of
mortgage loans serviced for others, was 0.97% as of December 31, 2006 and 2005,

COLI income — COLI income totaled $7.9 million in 2006, a $2.5 million or 46% increase from $5.4 million in
2005. This compares with a $324,000 or 6% decrease in 2005 from $5.7 million in 2004. The 2006 increase was
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primarily due to $2.8 million in net insurance claims received in 2006. The 2003 decline was due to $737,000 of
insurance claims received in 2004 that were partly offset by a $350,000 negative adjustment also recorded in
2004 due to a change in the carrier’s estimate of one policy’s cash surrender value (CSV). AMCORE uses COLI
as a tax-advantaged means of financing its future obligations with respect to certain non-qualified retirement and
deferred compensation plans in addition to other employee benefit programs. As of December 31, 2006, the CSV
of COLI was $135 million, compared to $132 million at December 31, 2005.

Bankcard fee income — Bankcard fee income totaled $6.2 million in 2006, a $1.3 million or 28% increase over
$4.9 million in 2005 and increased $754,000 over total income in 2004 of $4.1 million. A larger cardholder base,
a benefit of both the Branch Expansion and Deposit Growth initiatives, greater card utilization and an expanded
ATM network contributed to the increase in Bankcard fee income for both 2006 and 2005. Bankcard fee income
increased 28% in 2006 over 2005, and increased 18% in 2005 over 2004.

Other non-interest income — For 2006, brokerage commission income, gain on sale of loans, net security gains
and other non-interest income totaled $15.7 million, a $2.3 million or 17% increase from 2005. The increase was
primarily due 1o earnings from private equity fund investments, included in other non-interest income, totaling
$4.1 million in 2006, compared to $1.6 million in 2005. From 2004 to 2003, these same categories declined
$1.4 million or 10%. The decrease was primarily attributable to the $2.4 million lower net security gains and
$1.6 million decline in gains on sale of loans, partly offset by the 2005 earnings from investments in private
equity funds of $1.6 million and higher customer service fees. The decline in gain on sale of loans was due to
Auto Loan Sales in 2004,

Operating Expenses

Overview — In 2006, total operating expense was $165.4 million, an increase of $20.0 million or 14%, from
$145.4 million in 2005. The increase was primarily due to an $11.6 million increase in personnel costs, a
$5.3 million increase in professional fees and a $2.1 million expense related to debt extinguishment.

In 2005, total operating expense increased $8.1 million or 6% from $137.3 million in 2004. The increase was
primarily due to a $3.0 million increase in occupancy and equipment costs and a $2.9 million increase in
personnel costs.

The efficiency ratio was 68.75% in 2006, compared to 63.74% in 2005 and 63.13% in 2004. The efficiency ratio
is calculated by dividing total operating expenses by revenues. Revenues are the sum of net interest income and
non-interest income.

Personnel expense — Personnel expense includes compensation expense and employee benefits and is the largest
component of operating expenses, totaling a combined $97.9 miilion in 2006, $86.3 million in 2005 and
$83.4 million in 2004. Increases were $11.6 million or 13% in 2006 compared to 20035 and $2.9 million or 3% in
2005 compared to 2004. The 2006 increase included $2.2 million in stock based compensation expense and
$1.4 million in executive and director retirement costs. The remaining increase included the effects of Branch
Expansion, additional staff hired in connection with Regulatory Developments and severance costs. The increase
in stock based compensation expense was due to the adoption of SFAS 123R in 2006. The increase in executive
and director retirement costs was primarily due to the recognition of an actuarial adjustment for a legacy
supplemental retirement plan, as discussed in the Proxy. The increase in 2005 was primarily attributable to the
Branch Expansion costs.

Facilities expense — Facilities expense, which includes net occupancy expense and equipment expense, was a
combined $20.9 million in 2006, $21.8 million in 2005 and $18.9 million in 2004. A decline of $926,000 or 4%
occurred in 2006 compared to 2003, but expense increased $3.0 million or 16% in 2005 compared to 2004. The
decline in 2006 was due to lower data processing equipment and software depreciation expense. The increase in
2005 over 2004 included accelerated write-offs due to the earlier than expected replacement of the Company’s
mainframe computer and the impact of adjustments for future scheduled rent increases.
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Data processing expense — Data processing expenses include costs related to core Bank data processing, trust
and other external processing systems. Data processing expense was $3.0 million in 2006, $2.4 million in 2005
and $1.9 million in 2004. These represented an increase of $638,000 or 27% in 2006 compared to 2005 and an
increase of $431.000 or 22% in 2005 compared to 2004. The increases for both 2006 and 2005 were due 10
higher external processing costs for systems used by the Investment Management and Trust segment and growth
in internet Banking.

Professional fees — Professional fees include legal, consulting, auditing and external portfolio management fees
and totaled $9.3 million in 2006 compared to $4.0 million in 2003; an increase of $5.3 million or 133%. The
increase in 2005 was $162,000 over the $3.8 million expense in 2004. The 2006 increase was primarily
attributable to increased costs for external assistance with regulatory compliance matters of $2.7 million, and
$1.7 million for external investment management expenses associated with the transition to an open platform and
investment management services for the Bank investment portfolio. These services were also provided prior to
the sale and were previously categorized as a component of personnel expense. IMG results for prior year periods
have been re-categorized as discontinued operations. The costs of outside assistance for compliance matters
should decline in 2007.

Other operating expenses — Other operating expenses includes communication expense, advertising and business
development expenses and other costs, and were a combined $34.3 million in 2006, $30.9 million in 2005 and
$29.3 million in 2004, These represented an increase of $3.4 million or 11% in 2006 compared to 2005 and an
increase of $1.6 million or 6% in 2005 compared to 2004. The increase in 2006 was due to a $2.1 million
expense related to debt extinguishment and increased advertising and business development costs. The increase
in 2005 was primarily due to higher advertising and business development costs and $606,000 in derivative
mark-to-market losses included in other expense for ineffective hedges and derivatives that did not qualify for
hedge accounting.

Income Taxes

Income tax expense totaled $18.0 million in 2006, compared to $19.5 million and $18.6 million in 2005 and
2004, respectively. The decline in 2006 was mainly due to lower income before tuxes and a higher proportion of
tax-exempt earnings. Non-taxable insurance claims from COLI income were partially offset by lower earnings on
tax-exempt municipal bonds. The increase in income tax expense in 2005 was mainly due to higher income
before taxes.

The effective lax rates were 27.7%. 28.9% and 28.8% in 2006, 2005 and 2004, respectively. Effective tax rates
are lower than the statutory tax rates due primarily to investments in tax-exempt municipal bonds and increases
in CSV and insurance claims on COLI that are not taxable. The decrease in effective tax rate in 2006 was due to
a higher proportion of non-taxable COLI income net of lower lax-exempt municipal bond income. Sce Note 16
of the Notes to Consolidated Financial Statements.

Discontinued Operations

As a result of the Federated and West Banc transactions {see Increasing Fee Income discussion), the results of
IMG for the current and prior periods arc reflected as discontinued operations.

For 2006, net income from discontinued operations was $248.000, compared to net losses of $3.0 million and
$£335.000 in 2005 and 2004, respectively. The net income in 2006 resulted from the finalization of 1ax payments
from the sale of IMG in the previous year. The net loss in 2005 included a $3.8 million afier-tax loss on the sale
of IMG to West Banc and an $824,000 after-tax gain on the Federated transaction in addition 10 IMG operating
results for the year. The amount of the loss on the West Banc transaction is primarily due to the related tax
expense of the transaction of $3.2 million. resulting from the Company’s carryover tax basis in IMG.
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EARNINGS REVIEW BY BUSINESS SEGMENT

AMCORE’s internal reporting and planning process focuses on four primary lines of business (Segment(s)):
Commercial Banking, Retail Banking, Investment Management and Trust, and Mongage Banking. Note 18 of
the Notes to Consolidated Financial Statements presents a condensed income statement and total assets for each
Segment.

The financial information presented was derived from the Company’s internal profitability reporting system that
is used by management to monitor and manage the financial performance of the Company. This information is
based on internal management accounting policies which have been developed to reflect the underlying
cconomics of the Segments and. to the extent practicable, to portray each Segment as if it operated on a stand-
alone basis. Thus. each Segment, in addition to its direct revenues, expenses, assets and liabilities, includes an
allocation of shared support function expenses. The Commercial, Retail and Mortgage Banking Segments also
include funds transfer adjustments 1o appropriately reflect the cost of funds on loans made and funding credits on
deposits generated. Apart from these adjustments, the accounting policies used are similar to those described in
Note | of the Notes to Consolidated Financial Statements,

Since there are no comprehensive authorities for management accounting equivalent to U.S. generally accepted
accounting principles, the information presented is not necessarily comparable with similar information from
other financial institutions. In addition, methodologies used to measure, assign and allocate certain items may
change from time-to-time to reflect, among other things. accounting estimate refinements, changes in risk
profiles, changes in customers or preduct lines, and changes in management structure. As a result of the
Federated and West Banc transactions, the results of IMG for the current and prior periods are reported as
discontinued operations.

Total Segment results differ from consolidated results primarily due to inter-segment eliminations, certain
corporate administration costs, items not otherwise allocated in the management accounting process and treasury
and investment activities. The impact of these items is uggregated to reconcile the amounts presented for the
Segments to the consolidated results and is included in the “Other” column of Note 18 of the Notes to
Consolidated Financial Statements.

Commercial Banking

The Commercial Banking Segment (Commercial) provides commercial Banking services to middle market and
small business customers through the Bank’s full service branch and LBO locations in northern Illinois and
southern Wisconsin. The services provided by this Segment include lending, business checking and deposits,
treasury management and other traditional as well as electronic commercial Banking services,

Overview — Commercial represented 75%, 76% and 68% of total Segment net income in 2006, 2005 and 2004,
respectively, Commercial total assets were $3.1 billion at December 31, 2006 and represented 59% of total
consolidated assets. This compares to $2.9 billion and 54% at December 31, 2005.

Comparison of 2006 to 2005 — Commercial net income for 2006 was $34.7 million, an increase of $3.6 million
or 12% from 2005 net income of $31.0 million, The increase was due to an $7.6 million increase in net interest
income and a $6.1 million decrease in Provision that were partially offset by a $7.1 million increase in
non-interest expense and a $2.3 million increase in income taxes.

The increase in net interest income was driven by higher average commercial real estate loan volumes and
increased yields on commercial and commercial real estate loans. These increases were due in large part to the
Branch Expansion. The decrease in Provision was primarily due to lower net charge-offs and inter-segment
altocations. The increase in non-interest expense was primarily due to higher personnel and facilities expense as
a result of Branch Expansion and higher loan processing and collection expenses. Income taxes were higher due
to higher income before tax.
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Comparison of 2005 to 2004 — Commercial net income for 2005 was $31.0 million, an increase of $4.5 million
or 17% from 2004. The increase was primarily due to a $14.6 million increase in net interest income and a
$588.,000 decrease in Provision that were partially offset by an $7.9 million increase in non-interest expense and
a $2.9 million increase in income taxes.

The increase in net interest income was driven by higher average commercial real estate loan volumes, due in
large part to the Branch Expansion, and by increased yields on both commercial real estate and commercial
loans, net of higher interest expense adjusted for net cost of fund allocations. The increase in interest expense, as
adjusted for net cost of fund allocations, was primarily due 1o the increased funding needs associated with the
loan growth combined with rising interest rates. The deciine in Proviston was due to reductions in specific loss
estimates on individually reviewed loans and lower inter-segment allocations that were partially offset by higher
loss estimates on delinquencies, changes in loss estimates on loan concentrations and increased net charge-offs.
The increase in non-interest expense was primarily due to higher personnel and facilities expense, including
increased allocations for support functions, primarily the result of Branch Expansion. Income taxes were higher
dug to higher income before tax.

Retail Banking

The Retail Banking Segment (Retail) provides retail-Banking services to individual customers through the
Bank’s branch locations in northern Tllinois and southern Wisconsin, The services provided by this Segment
include direct and indirect lending, checking, savings, money market and CD accounts, safe deposit rental,
ATMs, and other traditional and electronic retail Banking services.

Overview — Retail represented 22% of total segment net income in 2006 and 2005 and 21% of total segment net
income in 2004. Retail total assets were $662 million at December 31, 2006 and represenied 13% of total
consolidated assets. This compares to $654 million and 12% at December 31, 2005.

Comparison of 2006 fo 2005 - Retail net income for 2006 was $10.3 million, an increase of $1.2 million or 13%
from 2005. The increase was due to a $6.5 million increase in net-interest income and a $2.9 million increase in
non-interest income. These increases were partly offset by an increase in provision expense of $1.8 million, a
$5.8 million increase in non-interest expense and a $737,000 increase in income taxes.

The increase in net interest income of $6.5 million was due to increased funding credits on higher deposit
balances and higher loan yields. These were partially offset by higher interest expense due to rising short-term
interest rates.

The increase in non-interest income of $2.9 million was mainly due o higher service charges on deposits.

The increase in Provision was primarily due to increase in inter-segment reallocations.

The increase in non-interest expense of $5.8 million was due to higher personnel costs, loan processing and
collectton expenses and increased allocations for support functions all as a result of Branch Expansion,

Income taxes increased $737,000 due to higher income before taxes in 2006,

Comparison of 2005 to 2004 — Retail net income for 2005 were $9.2 million, an increase of $1.1 million or 14%
from 2004. The increase was due to & $4.3 million increase in net interest income, a $2.0 million increase in
non-interest income and a $284,000 decline in Provision that were partially offset by a $4.7 million increase in

operating expenses and a $722,000 increase in income taxes.

The increase in interest income was due to increased funding credits on deposits generated due to Deposit
Growth. These were partially offset by lower loan volumes and higher interest expense. Lower loan volumes
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were due to declines in indirect avtomobile lending and the $159 million Auto Loan Sales in the second half of
2004. The increase in interest expense was due to rising short-term interest rates and promotional deposit pricing
as part of the Deposit Growth initiative. The increase in non-interest income was mainly due to higher service
charges on deposits that were attributable to higher deposit balances resulting from the Deposit Growth initiative.
These were partially offset by the 2004 Aute Loan Sale Gains.

The decline in Provision was due to reductions in net charge-offs and statistical loss estimates on loan pools that
were partially offset by an increase in inter-segment allocations. The increase in non-interest expense was largely
due to higher personnel and facilities expense, including increased allocations for support functions, all as a
result of Branch Expansion. Income taxes declined due to lower income before taxes.

Investment Management and Trust

The Investment Management and Trust Segment (IMT) provides trust services, estate administration, financial
planning, and employee benefit plan administration and recordkeeping services.

Overview — IMT represented 4%, 3% and 5% of total segment net income in 2006 2005 and 2004, respectively.
IMT Segment total assets were $14 million at December 31, 2006 and represented less than 1% of total
consolidated assets. At December 31, 2005, IMT total assets were $18 million, also less than 1% of total
consolidated assets.

Comparison of 2006 to 2005 — IMT net income for 2006 increased $3.4 million from a $1.7 million net loss in
2005. The increase is primarity due to a $3.0 net loss from discontinued operations in 2005 compared to net
income from discontinued operations in 2006. An increase of $1.1 million in non-interest income was offset by
$1.1 million increase in non-interest expenses.

The increase in non-interest income was attributable to higher personal trust services and employee benefit
income in 2006. Non-interest expenses increased $1.1 million in 2006 primarily due to higher professional fees
associated with the transition to an open platform. The gain from discontinued operations in 2006 was due to the
finalization of tax payments from the sale of IMG in the previous year.

Comparison of 2005 to 2004 — IMT reported a net loss for 2005 of $1.7 million, a $3.3 million decline from
2004 net income of $1.6 million. The decline was primarily attributable to a net loss from discontinued
operations of $3.0 million in 2005, compared to a net loss of $335,000 in 2004. Net income from continuing
operations declined $617,000 over the same period of time.

The net loss from discontinued operations in 2005 included a $3.8 million after-tax loss on the sale of IMG to
West Banc and an $824,000 after-tax gain on the Federated transaction. The amount of the loss on the West Banc
transaction was primarily due to a tax charge of $3.2 million. The decline in net income from continuing
operations was primarily due to a $1.2 million decrease in non-interest income, partially offset by a $456,000
decrease in income taxes. The decline in non-interest income was primarily attributable to lower personal trust
services and mutual fund services income. Income taxes on continuing operations declined due to lower income
on continuing operations before taxes.

Mortgage Banking

The Mortgage Banking Segment (Mortgage) provides a variety of mortgage lending products to meet its
customers’ needs. It sells most of the long-term, fixed-rate loans it originates to the secondary market and
continues to service most of the loans sold,

Overview — Mortgage represented -1% of total segment net income in 2006 and 2005 and 6% of total segment net
income in 2004. Mortgage total assets were $306 million at December 31, 2006 and represented 6% of total
consolidated assets. This compares to $274 million and 5% at December 31, 2005.
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Comparison of 2006 to 2005 — Mortgage results for 2006 reflected a net loss of $454,000, a decrease of $28,000
from 2005. The decrease was due to a $524,000 decline in net-interest income and a $446,000 decline in non
interest income that were partially offset by a $776,000 decrease in Provision and a $197,000 decrease in
non-interest expense.

Net interest income declined primarily due to increased funds transfer adjustments as a result of increasing short-
term interest rates.

Non interest income declined from the prior year due to lower gains on the sale of mortgage loans into the
secondary market that were partially offset by lower amortization due to slower run-off of loans serviced.

The decrease in Provision was primarily due to lower statistical loss estimates on loan pools and a decling in net
charge-offs. The decline in operating expenses was due to lower personnel costs and loan processing and
collection expenses.

Comparison of 2005 to 2004 — Mortgage results for 2005 reflected a net loss of $426,000. a decrease of
$3.0 million from 2004. The decrease was due to a $2.9 million decline in net interest income, a $1.2 million
decline in non-interest income, a $536,000 increase in Provision and a $308,000 increase in operating expenses.
These were partially offset by a $1.9 million decrease in income taxes.

The decline in net interest income was primarily due to increased funds transfer adjustments, the result of
increasing short-term interest rates. The 2005 decline in non-interest income was primarily due to lower gains on
the sales of mortgage loans into the secondary market during a period of rising interest rates. Higher specific loss
allocations and increased net charge-offs were the main factors leading to the increase in Provision. The increase
in non-interest expense was primarily due to higher allocations for support functions, the result of Branch
Expansion. Income taxes were lower due to lower earnings before tax,

BALANCE SHEET REVIEW

Total assets were $5.3 billion at December 31, 2006, a decrease of $52 million or 1% from December 31, 2005.
Total liabilities decreased $54 million over the same period and stockholders’ equity increased $2 million. The
following discusses changes in the major components of the Consolidated Balance Sheet since December 31,
2005.

Cash and Cash Equivalents

Overview — Cash and cash equivalents increased $2 million from December 31, 2005 to December 31, 2006, as
the cash provided by operating activities of $65 million plus the cash provided by investing activities of
$37 million exceeded the cash used for financing activities of $100 million. This compares to an increase of
$27 million from December 31, 2004 to December 31, 2005, as the cash provided by operating activities of
$83 million plus the cash provided by financing activities of $365 million exceeded the cash used for investing
activities of $421 million.

Operating cash flows — The $65 million of cash provided by operating activities during 2006 compares with
$83 million provided in 2005, representing a $18 million decrease in cash provided between the two years. The
change was primarily attributable to decreases in net cash provided by other assets and other liabilities of
$19 million.

Investing cash flows — The $37 million of cash provided by investing activities during 2006 compares with
$421 million cash used in 2005, for an increase of $458 million in cash provided between the two years. Proceeds
from the sales and maturities of securities, net of purchases of securities contributed $244 million to the increase
in investing cash flows, and cash used for loans declined $219 million.
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Financing cash flows - The $100 million of cash used in financing activities during 2006 compares with
$365 million cash provided during 2005, or a decrease of $465 million in cash provided between the two years.
This was primarily due to a $510 million decline in cash flows for Bank-issued demand, savings and time deposit
accounts and a $244 million decline in shoert term borrowings., These were partially offset by a $165 million
increase in wholesale deposit growth and a $156 million net increase in long-term borrowings.

Securities Available for Sale

Total securities available for sale as of December 31, 2006 were $900 million, a decline of $284 million or 24%
from the prior year-end. At December 31, 2006, the total securities available for sale portfolio comprised 18% of
total earning assets. including COLI, compared to 23% for 2005. The largest decreases in securities available for
sale were attributable to morngage-backed securities, U. S. Government sponsored enterprises and state and
political subdivisions and included the resale of $15 million of the Company’s own issuance of a Trust Preferred
security that it had repurchased a few years ago. As a result of the sale, the Company realized an improvement in
its regulatory capital, paid down short-term borrowings, and reduced the level of required capital. Among the
factors atfecting the decision to purchase or sell securities are the current assessment of economic and financial
conditions, including the interest rate environment, regulatory capital levels, the liquidity needs of the Company,
and its pledging obligations. By not reinvesting cash flows from maturities and prepayments of investment
securities, the Company is migrating its balance sheel to a ower proportion of investment securities.

Mortgage and asset backed securities as of December 31, 2006 totaled $752 million and represent 84% of total
available for sale securities. The distribution of mortgage and asset backed securities includes $338 million of
U.S. government-sponsored enterprise (GSE) mortgage-backed pass through securities, $404 million of GSE
collateralized mortgage obligations and $10 million of private issue collateral mortgage obligations, all of which
are rated Aaa.

The $900 million of total securities available for sale includes gross unrealized gains of $2 million and gross
unrealized losses of $19 million. Unrealized gains and unrealized losses is the difference between a security’s
fair value and carrying value. The fair value of a security is generally influenced by two factors, market risk and
credit risk. Market risk is the exposure of the security to changes in interest rate. There is an inverse relationship
to changes in the fair value of the security with changes in interest rates, meaning that when rates increase the
value of the security will decrease. Conversely, when rates decline the value of the security will increase. Credit
risk arises from the extension of credit to a counter-party, for example a purchase of corporate debt in security
form, and the possibility that the counter-party may not meet its contractual obligations. The Company’s policy is
to invest in securities with low credit risk, such as U.S. Treasuries, U.S. government agencies (such as the
Government National Mortgage Association or “GNMA”), government-sponsored enterprises (“GSE’s” such as
the Federal Home Loan Mortgage Corporation or “FHLMC”), state and political obligations, and mortgage-
backed securities. Unlike agency debt, GSE debt is not secured by the full faith and credit of the United States.

The combined effect of the Company’s gross unrealized gains and gross unrealized losses, net of tax, is included
as accumulated OCI in stockholders’ equity, as none of the securities with gross unrealized losses are considered
other than temporarily impaired. If it is determined that an investment is impaired and the impairment is other-
than-temporary, an impairment loss is reclassified from OCI as a charge to earnings and a new carrying basis for
the investment is established.

For comparative purposes, at December 31, 2005, gross unrealized gains of $3 million and gross unrealized
losses of $24 million were included in the securities available for sale pertfolio. For further analysis of the
securities availtable for sale portfolio, see Table 4 and Note 3 of the Notes to Consolidated Financial Statements.

Loans Held for Sale

At December 31, 2006. morigage origination fundings awaiting delivery to the secondary market were
$14 million, compared to $24 million at December 31, 2005. Residential mortgage loans are originated by the
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Bank’s Mortgage Segment, of which non-conforming adjustable rate, fixed-rate and balloon residential
mortgages are normally retained by the Bank. The conforming adjusiable rate, fixed-rate and balloon residential
mortgage loans historically have been sold in the secondary market to eliminate interest rate risk, as well as to
generate gains on the sale of these loans and servicing income. All loans held for sale are recorded at the lower of
cost or market value. The Bank entered into an arrangement with a third party mortgage loan processor and
servicer to provide these services in the future. See further discussion of this arrangement in Key Initiatives and
Other Significant Events.

Loans

Loans represent the largest component of AMCORE's eamning asset base. At year-end 2006, total loans were
$3.9 billion, an increase of $225 million or 6% as compared to 20035, and represented 79% of total earning assets
including COLL, See Table 2 and Note 4 of the Notes to Consolidated Financial Statements.

Total commercial real estate loans, including real estate construction loans, increased $215 million or 10%.
Residential real estate loans increased $34 million or 7%. This increase was primarily the result of retaining a
greater percentage of originated mortgages. primarily adjustable rate mortgages that meet the Company’s risk/
reward criteria in the Bank's portfolio. Commercial, financial and agricultural loans decreased $20 million or
3%. Installment and consumer loans declined $4 million or 1%, due to lower indirect automobile lending.

Goodwill

Total goodwill at December 31, 2006 and 2005 was $6.! million. See Note 6 of the Notes to the Consolidated
Financial Statements for additional information.

Deposits

Total deposits at December 31, 2006 were $4.3 billion, an increase of $133 million or 3% when compared to
2005. The increase was due to $170 million in wholesale deposits partly offset by a decline of $37 million in
Bank-issued deposits. Total Bank-issued deposits were $3.5 billion at the end of 2006, a 1% decrease from the
prior year-end balance of $3.6 billion. The decline in Bank-issued deposits reflects the Company’s efforts to
ensure that its deposit attraction strategies are priced at competitive, but profitable levels. This has fed to some
attrition in balances, as some customers, including correspondent banks, moved balances to other institutions.
Bank-issued deposits represent 829% and 85% of total deposits at December 31, 2006 and 2005, respectively.
Table 5 shows the maturity distribution of time deposits $100,000 and over.

Borrowings

Borrowings totaled $479 million at year-end 2006 and were comprised of $137 million of short-term and
$342 million of long-term borrowings. Comparable amounts at the end of 2005 were $489 million and
$170 million, respectively, for a combined decrease in borrowings of $180 million or 27%. The change in
balances reflects a strategic repositioning of funding, as the $352 million decline in short-term borrowings was
partially replaced with $172 million in long-term borrowings. Included in the repositioning were a $74 million
extinguishment of high-cost shorter-term Federal Home Loan Bank (FHLB)} advances and a $50 million
placement of long-term subordinated debentures that qualtifies as Tier 2 capital for regulatory purposes. These
actions, coupled with the reduction of investment securities in 2006 allowed the Company to mitigate a funding
mismatch, reduce its interest rate risk sensitivity and strengthen its total risk-based capital levels. See Notes 9, 10
and 20 of the Notes to Consolidated Financial Statements,

AMCORE has $40 million of Trust Preferred securities outstanding through AMCORE Capital Trust 1 (Capital
Trust). In the first quarter of 2006, $15 million, previously held by the Bank and disallowed as Tier | Capital,
were sold. Following the sale, the entire $40 million qualified as Tier 1 capital for regulatory purposes. These
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securities pay cumulative cash distributions semiannually at an annual rate of 9.35% and are redeemable from
March 25, 2007 until March 25, 2017, at a declining premivm of 104.675% to 100.00% of the principal amount.
After March 25, 2017, they are redeemable at par until June 15, 2027, when redemption is mandatory. The
Company has elected to call these securities at the first redemption date of March 25, 2007. 1t is expected that a
new issue of capital trust securities will be made.

Stockholders’ Equity

Total stockholders’ equity at December 31, 2006 was $400 million, an increase of $2 million from December 31,
2005. The increase in stockholders’ equity was due to a $29 million increase in retained earnings, $2 million in
paid—in capital and a $2 million reduction of accumulated OCI. These increases were mostly offset by a
$32 million increase in treasury shares resulting from the Repurchase Program and the redemption of shares
under a pre-existing redemption agreement. See discussion below under Liquidity and Capital Management.

OFF-BALANCE SHEET ARRANGEMENTS AND CONTRACTUAL OBLIGATIONS

Off-Balance Sheet Arrangements

During the ordinary course of its business, the Company engages in financial transactions that are not recorded
on its Consolidated Balance Sheets, are recorded in amounts that are different than their full principal or notional
amount, or are recorded on an equity or cost basis rather than being consolidated. Such transactions serve a
variety of purposes including management of the Company’s interest rate risk, liquidity and credit concentration
risks, optimization of capital utilization, meeting the financial needs of its customers and fulfilling Community
Reinvestment Act (CRA) obligations in the markets that it serves.

Auto loan sales — Structured as sales pursuant to SFAS 140 “Accounting for Transfers and Servicing of Financial
Assets and Extinguishment of Liabilities,” Auto Loan Sales are a component of the Company’s liquidity and
credit concentration risk management strategy. The Auto Loan Sales are also helpful as a capital management
tool.

In the Auto Loan Sales, indirect automobile loan receivables are transferred to a multi-seller variable-interest
entity (VIE), Since the Company is not the primary beneficiary of the VIE, consolidation is not required under
the terms of Financial Interpretation No. (FIN) 46R, “Consolidation of Variable Interest Entities.” As a result, the
net carrying amount of the loans is removed from the consolidated balance sheet and certain retained residual
interests are recorded. The Company’s retained interests are subordinate to the interests of investors in the VIE
and are subject to prepayment risk, interest-rate risk and credit risk on the transferred auto loans. The Company’s
risk of loss attributable to credit and prepayment is limited to its interest in the Interest Only Strip. Neither the
investors nor the securitization trust have any further recourse to the Company’s other assets. Interest rate risk
could exceed the Company’s interest in the Excess Spread, but such a possibility is not considered probable as of
December 31, 2006. The Company also retains the rights to service the loans that are sold.

As of December 31, 2006, the balance of automobile loans serviced and not included on the Company’s
Consolidated Balance Sheet was $55 million, compared to $iil million at December 31, 2005, The carrying
value of retained interests was $5 million and $7 million at the end of 2006 and 20085, respectively. At
December 31, 2005, the $7 million is net of a $228,000 temporary impairment valuation allowance charged to
OCL. See Note 8 of the Notes to Consolidated Financial Statements.

Mortgage loan sales — The Company originates mortgage loans that it sells to the secondary market. The
Company typically retains the right to service the loans that are sold, As of December 31, 2006, the unpaid
principal balance of mortgage loans serviced for others was $1.5 billion, compared to $1.4 billion at
December 31, 2005. These loans are not recorded on the Company’s Consolidated Balance Sheets. The
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Company, as of December 31, 2006 and 2003, and in accordance with SFAS No 140, had recorded $14 million
and $13 million, respectively. of capitatized mortgage servicing rights. There were no impairment valuation
allowances for either peried. The Company will sell its Originated Mortgage Servicing Rights during the first
quarter 2007, See Key Initiatives and Other Significunt Events. See Note 7 ef the Notes to Consolidated
Financial Statements.

Derivatives — The Company periodically vses derivative contracts to help manage its exposure to changes in
interest rates and in conjunction with its meortgage Banking operations. The derivatives used most often ure
interest rate swaps, and on occasion caps, collars and floors (collectively “Interest Rate Derivatives™), mortgage
loan commitments and forward contracts. As of December 31, 2006 and 2005. there were no caps, collars or
floors outstanding. Interest Rate Dertvatives are contracts with a third-party (the “Counter-party™) to exchange
interest payment streams based upon an assumed principal amount {the “Notional Principal Amount™}. The
Notional Principal Amount is not advanced to/from the Counter-party. It is used only as a reference point to
calculate the exchange of interest payment streams and is not recorded on the Conseolidated Balance Sheets.
AMCORE does not have any derivatives that are held or issued for trading purposes but it does have some
derivatives that do not qualify for hedge accounting. AMCORE monitors credit risk exposure to the Counter-
parties. All Counter-parties, or their parent company, have investment grade credit ratings and are expecied to
meet any outstanding interest payment obligations.

The total notional amount of Interest Rate Derivatives outstanding was $172 million and $240 million as of
December 31, 2006 and 2005, respectively. As of December 31, 2006, Interest Rate Derivatives had a net
negative carrying and fair value of $1.2 million. compared to a net negative carrying and fair value of
$4.1 million at December 31, 2005. See Table 6. The decline in notional amounts, carrying amounts and fair
value included the termination of two fair value hedges in 2006. The total notional amount of forward contracts
outstanding for morigage loans to be sold in the secondary market was $25 million and $39 million as of
December 31, 2006 and 2005, respectively. As of December 31, 2006, the forward contracts had a net negative
carrying and fair value of $59,000, compared to $332,000 at December 31, 2005, For further discussion of
derivative contracts, see Notes 11 and 12 of the Notes to Consolidated Financial Statements.

Loan commitments and letters of credit — The Company, as a provider of financial services, routinely enters into
commitments to extend credit to its Bank customers, including a variety of letters of credit. While these represent
a potential outlay by the Company, a significant amount of the commitments and letters of credit may expire
without being drawn upon. Commitments and letters of credit are subject to the same credit policies,
underwriting standards and approval process as loans made by the Company.

At December 31, 2006 and 2005, liabilities in the amount of $149,000 and $183,000, respectively, representing
the value of the puarantee obligations associated with certain of the financial and standby letters of credit, had
been recorded in accordance with FIN 45, These amounts are expected to be amortized into income over the lives
of the commitments. The contractual amount of all letters of credit, including those exempted from the scope of
FIN 45, was $234 million and $204 million at the end of 2006 and 20085, respectively. See Notes 12 and 15 of the
Notes to Consolidated Financial Statements.

The carrying value of mortgage loan commitments recorded as an asset totaled $78,000 and $150,000 at
December 31, 2006 and 2003, respectively. These amounts represent the fair value of those commitments
marked-to-market in accordance with SFAS 138, “Accounting for Derivative Instruments and Hedging
Activities” and in accordance with Staff Accounting Bulletin No. 105. The total notional amount of morigage
loan commitrents was $16 million at December 31, 2006 and $22 million at December 31, 2005. See Note |1 of
the Notes to Consoclidated Financial Staiements.

At December 31, 2006 and 2003, the Company had extended $947 million and $955 million, respectively, in loan
commitments other than the mortgage loan commitments and letters of credit described above. This amount
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represented the notional amount of the commitment. A contingent liability of $1.1 million and $732,000 has been
recorded for probable losses on unfunded commitments outstanding at December 31, 2006 and 2005,
respectively.

Eguity investments — The Company has a number of non-marketable equity investments that have not been
consolidated in its financial statements but rather are recorded in accordance with either the cost or equity
method of accounting depending on the percentage of ownership. At December 31, 2006 and 2003, these
investments included $4 million and $5 million, respectively, in private equity fund investments. Not included in
the carrying amount were commitments to fund an additional $1.2 and $1.3 million, respectively, at some future
date. The Company also has recorded investments of $4 million, $20 million, and $97,000, respectively, in stock
of the Federal Reserve Bank, the Federal Home Loan Bank (FHLB), preferred stock of Federal Agricultural
Mortgage Corporation at year end 2006. At December 31, 2005, these amounts were $4 million, $21 million, and
$112,000, respectively. These investments are recorded at amortized historical cost or fair value, as applicable,
with income recorded when dividends are declared.

Other investments, comprised of various affordable housing tax credit projects (AHTCP}) and other Community
Reinvestment Act investments, totaled approximately $733.000 and $407,000 at Deceinber 31, 2006 and 2005,
respectively. Losses are limited to the remaining investment and there arc no additional funding commitments on
the AHTCPs by the Company. Those investments without guaranteed yields were reported on the equity method,
while those with guaranteed yields were reported using the effective yield method. The maximum exposure to
loss for all non-marketable equity investments is the sum of the carrying amounts plus additional commitments,
if any.

Other investments — The Company also holds $1 million in a common security investment in the Capital Trust,
to which the Company has $41 million in long-term debt outstanding. The Capital Trust, in addition to the
$1 million in common securities issued to the Company, has $40 million in preferred securities outstanding. The
$40 million in preferred securities were issued to non-aftiliated investors in 1997 and are redeemable at the
Company’s option beginning in 2007. The $15 million in preferred securities previously acquired by the Bank
were sold in 2006. In its Consolidated Balance Sheets, the Company reflects its $1 million common security
investment on the equity method and reports the entire 341 million as outstanding long-term debt. For regulatory
purposes. however, the $40 million in preferred securities qualifies as Tier 1 capital.

Fiduciary and agency — The Company’s subsidiaries also hold assets in a fiduciary or agency capacity that are
not inctuded in the Consolidated Financial Statements because they are not assets of the Company. Total assets
administered by the Company at December 31, 2006 and 2005 were $2.7 billion and $2.6 billion, respectively.




Contractual Obligations

In the ordinary course of its business, the Company enters into certain contractual arrangements. These
obligations include issuance of debt to fund operations, property leases and derivative transactions. During 2006,
the Company entered into seven operating lease agreements. There are no residual value guarantees on these
leases and no lease termination penalties or acceleration clauses. A purchase contract in the amount of
$1.6 million for a land purchase was entered into during 2006 and is scheduled to close in 2007. With the
predominant portion of its business being banking, the Company routinely enters into and exits various funding
relationships including the issuance and extinguishment of long-term debt. See the discussion of Borrowings
above, and Note 10 of the Notes to Conselidated Financial Statements. Other than these transactions, there were
no material changes in the Company’s contractual obligations since the end of 2005. Amounts as of
December 31, 2006 are listed in the following table:

Payments due by period

Less More
Than 1 1-3 3.5 Than 5
Contractual Obligations Total Year Years Years Years
(in thousands)
Time Deposits ... ... $1,927,528 51,225,549 $548,850 $134,406 $ 18,723
Long-TermDebt (1) ......... .. ... ... ... ... 340,979 — 223,726 25419 G1.834
Capital Lease Obligations (2} ................. 2,626 173 346 351 1,756
Operating Leases ........... ... ... ... 64,949 3,881 7476 5,693 47,899
Service Contracts (3) ......... ... ......... 1,791 597 1,194 — —
Total ... $2,337.873  $1,230,200 $781,592 $165869 $160.212

(1} Excludes Capital Lease Obligations. See Note 10 of Notes to the Consolidated Financial Statements.
(2) Includes related interest, See Note 5 of Notes to the Consolidated Financial Statements.
{3) Minimum payments on Bank investment portfolio management contract,

ASSET QUALITY REVIEW AND CREDIT RISK MANAGEMENT

AMCORE’s credit risk is centered in its loan portfolio, which totaled $3.9 billion, or 79% of eaming assets,
including COLI on December 31, 2006. The objective in managing loan portfolio risk is to quantify and manage
credit risk on a portfolio basis as well as reduce the risk of a loss resulting from a customer’s failure to perform
according to the terms of a transaction. To achieve this objective, AMCORE strives to maintain a loan portfolio
that is diverse in terms of loan type, industry concentration and borrower concentration,

The Company is also exposed to carrier credit risk with respect to the majority of its $1335 million investment in
COLI. AMCORE manages this risk by diversifying its holdings among multiple carriers and by periodic internal
credit reviews. All carriers have “Secure” ratings from A. M. Best that range from a low of “A” (Excellent) to
“A++" (Superior).

Allowance for Loan Losses

The Allowance is a significant estimate that is regularly reviewed by management to determine whether or not
the amount is considered adequate to absorb probable losses. If not, an additional Provision is made to increase
the Allowance. Conversely, this review could result in a decrease in the Allowance. This evaluation includes
specific loss estimates on certain individually reviewed loans, statistical loss estimates for loan groups or pools
that are based on historical loss experience, and loss estimates that are based upon the size, quality and
concentration characteristics of the various loan portfolios, adverse situations that may affect the borrower’s
ability to repay, and current economic and industry conditions.

The determination by management of the appropriate level of the Allowance amounted to $40.9 million at
December 31, 2006, compared to $40.8 million at December 31, 2005. Decreases of $2.9 million for specific loss

37




estimates on certain loans that are individually reviewed for impairment were partially offset by increases of
$865,000 in statistical loss estimates on loan pools based upon historical loss experience and $1.9 million for
other loss estimates. Other loss estimates are based upon the size, quality and concentration characteristics of the
various loan portfolios, adverse situations that may affect the borrower’s ability to repay, and current economic
and industry conditions.

At December 31, 2006, the Allowance as a percent of total loans and of non-accrual loans was 1.04% and 136%,
respectively. These compare to the same ratios at December 31, 2005 of 1.10% and 188%. Net charge-offs were
$10.0 million in 2006, a decrease of $4.7 miilion from $14.7 million 2005. This was 0.26% and 0.42% of average
loans in 2006 and 2005. respectively. Decreases inctuded commercial loan net charge-offs of $4.0 million,
residential real estate net charge-offs of $592,000 and consumer/installment net charge-offs of $27,000.

Non-performing Assets

Non-performing assets consist of non-accrual loans, loans 90 days past due and still accruing, foreclosed real
estate and other repossessed assets. Non-performing assets totaled $33.9 million as of December 31, 2006, an
increase of $2.9 million or 9% trom $31.0 million at December 31, 2005, The increase since December 31, 2005
consisted of an $8.4 million increase in non-accrual loans partly offset by a decline of $6.2 million in loans 90
days past due. Foreclosed assets increased by $792,000 mainly in other real estate owned. Total non-performing
assets represented 0.64% and 0.58% of total assets at December 31, 2006 and December 31, 2005, respectively,

Non-accrual loan totals include a $9.8 million commercial real estate loan credit that was added to non-accrual
loans during 20006. The credit is in the process of workout and the Company has assigned a specific allocation of
$3.4 million to reflect an estimated impairment loss as of December 31, 2006. While the Company strives to
reflect all known risk factors in its evaluation, the ultimate loss could differ materially from the current estimate,
See Critical Accounting Estimates for a discussion of the judgments and assumptions that are most critical in
determining the adequacy of the Allowance.

In addition to the amount of non-accruing and delinquent loans over 90 days past due, management is aware that
other possible credit problems of borrowers may exist. Credits are considered substandard assets due 1o either
less than satistactory performance history, lack of borrower’s sound worth or paying capacity, or inadequate
collateral. Loans classified as substandard are monitored accordingly. As of December 31, 2006 and 2003, there
were $460,000 and $1.1 million, respectively, in this risk category that were 60 to 89 days delinquent and
$1.9 million and $3.7 million, respectively, that were 30 to 59 days past due. In addition, as of December 31,
2006 and 2003, respectively, there were $684.000 and $12.4 million of loans that were current, but had loss
allocations of $139,000 and $2.3 million. Included in the December 31, 2005 total of $12.4 million of lecans that
were current was the $9.8 million commercial real estate loan that was placed on non-accrual during 2006.

Concentration of Credit Risks

As previcusly discussed, AMCORE strives to maintain a diverse loan portfolio in an effort to minimize the effect
of credit risk. Summarized below are the characteristics of classifications that exceed 10% of total loans.

Commercial, financial, and agricultural loans were $798 million at December 31, 2006, and comprised 20% of
gross loans, of which 0.68% were non-performing. Net charge-offs of commercial foans in 2006 and 2005 were
0.43% and 1.32%, respectively, of the average balance of the category. There were no loan concentrations within
this category in excess of 10% of total loans.

Commercial real estate and construction loans were $2.3 billion at December 31, 2006, comprising 59% of gross
loans, of which 0.98% were classified as non-performing. Net charge-offs of construction and commercial real
estate loans during 2006 and 2005 were 0.12% and 0.0%, respectively, of the average balance of the category.
This category included $599 million of loans to nonresidential building operators and $417 million of loans to
building contractors, which were 15% and 11% of total loans, respectively. There were no other loan
concentrations within this category that exceeded 10% of total loans.
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Residential real estate loans, which include home equity and permanent residential financing, totaled
$494 million at December 31, 2006, and represented 13% of gross loans, of which 0.67% were non-performing.
Net charge-offs of residential real estate during 2006 and 2005 were 0.05% and 0.19%, respectively. of the
average balance in this category.

Installment and consumer loans were $308 miltion at December 31, 2006, and comprised 8% of gross loans, of
which 0.23% were non-performing. Net charge-offs of consumer loans during both 2006 and 2005 were 1.15%
of the average balance of the category. Consumer loans are comprised primarily of in-market indirect auto loans
and direct installment loans. Indirect auto loans totaled $242 million at December 31, 2006. Both direct loans and
indirect auto loans are approved and funded through a centralized department utilizing the same credit scoring
system to provide a standard methodology for the extension of consumer credit.

Contained within the concentrations described above, the Company has $1.5 billion of interest only loans, of
which $979 million are included in the construction and commercial real estate loan category, $414 million are
included in the commercial. financial, and agricultural loan category, and $142 million are in home equity lines
of credit. In general. these loans are well-secured with a range of maturities of two to five years. The Company
does not have significant concentrations of negative amortization loans, high loan-to-value loans, option
adjustable-rate mortgage loans or loans that initially have below market rates that significantly increase after the
initial period.

LIQUIDITY AND CAPITAL MANAGEMENT

Liguidity Management

Overview — Liquidity management is the process by which the Company, through its Agset and Liability
Committee (ALCO) and capital markets and treasury function, ensures that adequate liquid funds are available to
meet its financial commitments on a timely basis, at a reasonable cost and within acceptable risk tolerances.

Liquidity is derived primarily from Bank-issued deposit growth and retention; principal and interest payments on
loans; principal and interest payments, sale, maturity and prepayment of investment securities; net cash provided
from operations; und access 10 other funding sources. Other funding sources include brokercd CDs, Fed Funds
purchased lines. Federal Reserve Bank discount window advances. FHLB advances, repurchase agreements, the
sale or securitization of loans, subordinated debentures, balances maintained at correspondent Banks and access
to other capital market instruments. Bank-issued deposits, which exclude wholesale deposits, are considered by
management 1o be the primary, most stable and most cost-effective source of funding and liquidity. The Bank
also has capacity, over time, to place additional brokered CD's as a source of mid- to long-term funds.

Uses of liquidity include funding credit obligations to borrowers, funding of mortgage originations pending
delivery o the secondary market, withdrawals by depositors, repayment of debt when due or called, maintaining
adequate collateral for public deposits, paying dividends to shareholders, payment of operating expenses, funding
capital expenditures and maintaining deposil reserve requirements.

During 2006, wholesale funding, which includes borrowings and brokered deposits, decreased $10 million.
Wholesale funding represented 24% of total assets as of the end of both 2006 and 2005. The Company remains
confident of its ability to meet and manage its short and long-term liguidity needs.

Investment securities portfolio — Scheduled maturities of the Company’s investment securities portfolio and the
prepayment of mortgage and asset backed securities represent a significant source of liquidity. Approximately
$13 million. or 1%. of the securities portfolio will contractually mature in 2007, See Table 4. This does not
include mortgage and asset backed securities since their payment streams may differ from contractual maturities
because borrowers may have the right o prepay obligations, typically without penalty. For example, scheduled
maturities for 2006, excluding mortgage and asset backed securities, were $42 million. whereas proceeds from
actual maturities, which included prepayments of mortgage and asset backed securities, were $209 million. This
compares to proceeds of $213 million and $237 million in 2005 and 2004, respectively.
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At December 31, 2006, securities available for sale were $900 million or 17% of total assets compared to
$1.2 billion or 22% at December 31, 2005. By not reinvesting cash flows from maturities and prepayments of
investment securities, the Company expects to continue to gradually migrate its balance sheet to a lower
proportion of investment securities, while using the proceeds to fund the Quality Loan Growth initiative and
reduce higher-cost wholesale funding.

Loans — Funding of loans is the most significant liquidity need, representing 75% of total assets as of
December 31, 2006. Since December 31, 2005, loans increased $225 million. Loans held for sale, which
represents mortgage origination funding awaiting delivery to the secondary market, declined $10 million. The
scheduled repayments and maturities of loans represent a substantial source of liquidity. Table 3 shows for
selected loan categories that $806 million in maturities are scheduled for 2007. Loan growth from same-store and
Branch Expansion continue to be the greatest liquidity need of the Company.

Bank-issued deposits ~ Bank-issued deposits are the most cost-effective and reliable source of liquidity for the
Company. During 2006, Bank-issued deposits declined $37 million. Scheduled maturities of time deposits of
$100,000 or more, as reflected in Table 5, are $579 million in 2007, of which $303 million are Bank-issued.

Branch expansion — The Company’s Branch Expansion strategy poses the greatest challenge to short and long-
term liquidity. The Branch Expansion has required, and will continue to require, other sources of liquidity te fund
the expecied loan growth net of expected deposit growth and the remaining $50 million authorized capital
investment. Through December 31, 2006, Branch Expansion has required the funding of $1.9 billion in loans
while generating $793 million in deposits.

Parent company — In addition to the overall liquidity needs of the consolidated Company, the parent company
requires adequate liquidity to pay its expenses, repay debt when due, pay stockholder dividends and execute the
Repurchase Program. Liquidity is primarily provided to the parent through the Bank and other subsidiaries in the
form of dividends. In 2006, dividends from subsidiaries amounted to $55 million, compared to $24 million in
2005, While the Bank is limited in the amount of dividends it can pay, as of December 31, 2006, approximately
343 million was available for payment to the parent in the form of dividends without prior regulatory approval,
of which $37 million could be paid without causing the Bank to be less than well-capitalized. See Note 19 of the
Notes to Consolidated Financial Statements.

Other sources of liguidity — As of December 31, 2006, other sources of potentially available liquidity totaled
31.1 billion and included $305 million of unfunded Fed Funds lines, unused collateral sufficient to support
$376 million in Federal Reserve Bank discount window advances, $283 million of unpledged debt investment
securities, and $185 million of FHLB advances. These amounts totaled $1.1 billion at December 31, 2005 and
also included $48 million available under a prior commercial paper and back-up line of credit arrangement. The
Company also has capacity, over time, to place sufficient amounts of brokered CDs as a source of mid- to long-
term liquidity. The Bank’s indirect auto portfolio, which at December 31, 2006 was $242 million, is a potential
source of liquidity through loans sales or securitizations. The Bank also has a home equity portfolio of
$236 million. Certain of these loans could also be packaged and securitized but the Bank has no current plans to
do so.

Other uses of liquidity — At December 31, 2006, other potential uses of liquidity totaled $1.2 billion and included
$947 million in commitments to extend credit, $16 million in residential mortgage commitments primarily for
sale to the secondary market, and $234 million in letters of credit. At December 31, 2005, these amounts totaled
$1.2 billion.

The Company entered into a stock redemption agreement (Redemption Agreement) onr October 16, 1989, as
amended June 30, 1993, pursuant to Section 303 of the Internal Revenue Code to pay death taxes and other
related expenses of certain stockholders. Such redemptions may be subject to bank regulatory agency approvals
or limited by debt covenant restrictions. During 2006, the Company redeemed 86,000 shares, at a cost of $2.6
million pursuant to the Redemption Agreement. At this level, regulatory approvals were not required and debt
covenant limitations did not apply.
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Capital Management

Total stockhelders’ equity at December 31, 2006 was $400 million, an increase of $2 million or less than one
percent from December 31, 2005, The increase in stockholders™ equity was primarily due to a $29 million
increase in retained earnings and paid-in capital oftset by a $32 million increase in treasury share balances.

AMCORE paid $18 million of cash dividends during 2006, which represent $0.74 per share, or a dividend payout
ratto of 38.2%. This compares to $0.68 per share paid in 2005. which represented a payout ratio of 37.5%. The
book value per share increased $0.75 per share to $16.81 at December 31, 2006, up from $16.06 at December 31,
2005.

In addition to the recently announced Repurchase Program and the Redemption Agreement, the Company does
repurchase shares in open-market and private transuctions in accordance with Exchange Act Rule 10b-18. These
repurchases are used to replenish the Company’s treasury stock for re-issuances related to stock options and other
employee benefit plans. Also repurchased are direct repurchases from participants related to the administration of
the Amended and Restated AMCORE Stock Option Advantage Plan. During 2006, the Company purchased
1.4 million shares in open-market and private transactions at an average price of $30.58 per share.

AMCORE has outstanding $41 million of capital securities through the Capital Trust. Of the $41 million,
$40 million qualifies as Tier 1 capital for regulatory capital purposes, which is the $41 million reduced by the
$1 million of common equity securities owned by the Company. Pursuant to regulations issued by the Federal
Reserve Board, the capital securities are expected to continue to qualify as Tier 1 Capital. The Company has
elected to cali these securities in the first quarter of 2007. It is expected that a new serics of capital trust securities
will be issued. The Company has the capacity to issue, under regulatory guidelines, additional trust preferred
securities that would qualify as Tier 1 Capital. During 2006, the Company issued fixed/floating rate junior
subordinated debentures in the amount of $50 million. The debt qualifies as Tier 2 Capital for regulatory capital
purposes. The Company has the capacity to issue, under regulatory guidelines, additional subordinated debt that
would qualify as Tier 2 Capital.

As the following table indicates, AMCORE’s total risk-based capital, Tier 1 capital and leverage ratio all
significantly exceed the regulatory minimums, as of December 31, 2006. As of the most recent notification from
the Company’s regulators, the Bank is considered “well capitalized” under the regulatory framework for prompt
corrective action. See Note 20 of the Notes to Consolidated Financial Statements.

(Dollars in thousands) December 31, 2006 December 31, 2005
Amount Ratio Amount Ratio

Total Capital (to Risk Weighted Assets) ........................ $ 535776 11.62%3% 470989 Ll.11%
Total Capital Minimum .. .. .. ... ... . o 368,885 8.00% 339276 B8.00%
Amount in Excess of Regulatory Minimum . .................... $ 166,891 362%% 131713 3.11%
Tier | Capital (to Risk Weighted Assets) ....................... $ 444,845  965%% 430208 10.14%
Tier | Capital Minimum . ... . oo i 184,443 400% 169,638 4.00%
Amount in Excess of Regulatory Minimum . .................... $ 260402 5.65%% 260570  6.14%
Tier | Capital (1o Average ASsels) . ... ..ot $ 444845 8.26% % 430208 8.15%
Tier | Capital Minimum .......... .. ... .. .. . i 215,546  4.00% 211,271  4.00%
Amount in Excess of Regulatory Minimum . ....... ... ... ... .. $ 229299 426%9% 218937 4.15%
Risk Weighted ASSEIS .. .. it e $4,611,068 $4.,240,951

AVEIaEE ASSEIS L ottt $5,388.653 $5,281.765
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

As part of its normal operations, AMCORE is subject to interest-rate risk on the assets it invests in {primarily
loans and securities) and the liabilities it funds with (primarily customer deposits, brokered deposits and
borrowed funds), as weil as its ability to manage such risk. Fluctuations in interest rates may result in changes in
the fair market values of AMCORE’s financial instruments, cash flows and net interest income. Like most
financial institutions, AMCORE has an exposure to changes in both short-term and long-term interest rates.

While AMCORE manages other risks in its normal course of operations, such as credit and liquidity risk, it
considers interest-rate risk to be its most significant market risk. Other types of market risk, such as foreign
currency exchange risk and commodity price risk, do not arise in the normal course of AMCORE’s business
activities and operations. In addition, since AMCORE does not hold a trading portfolio, it is not exposed to
signiftcant market risk from trading activities, During 2006. there were no material changes in AMCORE’s
primary market risk exposures. Based upon current expectations, no material changes are anticipated in the future
in the types of market risks facing AMCORE.

Table 6 and Note 12 of the Notes to Consolidated Financial Statements summarize AMCORE’s market risk and
interest sensitivity position as of December 31, 2006. The amounts and assumptions should not be relied upon as
indicative of expected actual results since, like most financial institutions, AMCORE's net income can be
significantly influenced by external factors. These factors include, but are not limited to: overall economic
conditions, policies and actions of regulatory authorities, the amounts of and rates at which assets and liabilities
re-price, variances in prepayment of loans and securities other than those that are assumed, early withdrawal of
deposits, exercise of call options on borrowings or securities, competition, a general rise or decline in interest
rates, changes in the slope of the yield-curve, changes in historical relationships between indices and balance
sheet growth. AMCORE's asset and liability committee (ALCO) regularly review the assumptions being utilized
in light of market conditions.

AMCORE’s asset and liability management process is utilized to manage market and interest rate risk through
structuring the balance sheet and off-balance sheet positions to maximize net income while maintaining
acceptable levels of risk to changes in market interest rates. While achievement of this goal requires a balance
between earnings, liquidity and interest rate risk, there are opportunities to enhance revenues through managed
risk. Interest rate sensitivity analysis is performed monthly using various simulations with an asset/liability
modeling system. These analyses are reviewed by the ALCO, whose actions attempt to minimize any sudden or
sustained negative impact that interest rate movements may have on net interest income. ALCO reviews the
impact of liquidity, capital adequacy and rate sensitivity, among other things, and determines appropriate policy
direction to maintain or meet established ALCO guidelines,

Based upon an immediate increase in interest rates of 100 basis points and no change in the slope of the yield
curve, the potential decrease in pre-tax income for 2007 would be approximately 0.4% of base income. At the
end of 2005, comparable assumptions would have resulted in a potential decrease in 2006 pre-tax income of
3.7%. Conversely, an immediate decrease in interest rates of 100 basis points and no change in the slope of the
yield curve, and incorporating the potential impairment of mortgage servicing rights would result in a potential
decrease in pre-tax income for 2007 of 7.9% of base forecasted pre-tax income. Subsequent to year end, an
agreement was reached to sell the mortgage servicing right portfolio (OMSRs). In the scenario where rates
decreased immediately, the resulting faster prepayment speeds would likely lead to an impairment of the
OMSRs. This accounted for a large percentage of the potential decrease in pre-tax income in that scenario. Since
an agreement was reached in the first quarter of 2007 to sell the OMSRs, the Bank’s risk to an immediate
decrease in rates was substantially reduced. At the end of 2005, a similar decrease in rates would have resulted in
a potential decrease in pre-tax income of 1.9%. This analysis assumes no growth in assets or liabilities and
replacement of maturing instruments with like-kind instruments. During 2006, AMCORE changed its benchmark
of net interest income to pre-tax income,

The amounts and assumptions used in the rising and falling rate scenarios should not be viewed as indicative of
expected actual resuits. In addition to rising or falling interest rates, AMCORE’s net income can be significantly
impacted by a variety of external factors, such as those previously noted. In addition, as interest rates move, the
ALCO is likely to adjust interest rate risk management strategies to limit, to the extent possible, the adverse
impact that such changes in interest rates might otherwise have on AMCORE’s net income, as well as maximize
potential positive impacts such movements might have.
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TABLE 1
ANALYSIS OF NET INTEREST INCOME AND AVERAGE BALANCE SHEET

Years Ended December 31,
2006 2005 2004

Average Average Average Average Average Averape
Balance Interest Rate Balance Interest  Rate Balance Interest  Rate

{dollars in thousands)

Assets:
Investment securities (1D (2) ........ $1,120.828 $ 50926 4.54% $1.221.287 $ 55943  4.58% $1.196,510 § 54485 4.55%
Short-term investments . ........... 7.071 380 5.38% 8.841 304 344% 9,995 149 1.50%
Loans held forsale ............... 22,843 1,220 5.34% 27.613 1290 4.67% 45,939 2334 S5.08%
Loans:
Commercial ........ocooviinn. 817882 64,747 7.92% 773728 50998 6.59% 735246 40,661  5.53%
Commercial real estate .. ........ 2236353 170,389 7.62% 1949384 128871 6.61% 1517891 84648 5.58%
Residential real estate . .......... 489,110 33420 6.83% 440944 27065 6.14% 396,321 22402 5.65%
CONSUMEr .....ovvneennannn. 314,818 22286 1.08% 316,891 20913  6.60% 478894 32089 6.70%
Totalloans (1) (3) ........oovnnn $3.858,163 $200,842  7.54% $3,480,947 $227.847 6.55% $3,128,352 $179.800 5.75%
Total interest-earning assets .. ... . $5.008,905 $343.368 6.86% $4,738.688 $285384 6.02% $4.380.796 $236,768 5.40%
Allowance for loan losses .......... 41.912) (42.108) (43.648)
Non-interest-earning assets .. ....... 402.275 421,074 411,924
Totalassets . ....ovrieeainn... $5,369.268 $5.117,654 $4,749,072
Liabilities and Stockholders’
Equity:
Interest bearing deposits .. .. ..... $1,771,301 $ 51,721  292% $1,738.931 $ 34103 196% $1.408340 $ 13232 0.94%
Time deposits ... .............. 1225364 50542 4.12% 1,134,894 34457  3.03% 1.118405 28718 257%
Total bank issued interest-bearing
deposits ... e $2.996,665 $102,263  341% $2.873.825 $ 68,520 2.38% $2.526,745 § 41950 1.66%
Wholesale deposits -.............. 740,897 35746 4.82% 619,104 23303  3.76% 590,366 16958 2.87%
Short-term borrowings ............ 3727143 17.687  4.75% 514,711 16869 3.28% 567,061 12,610 222%
Long-term borrowings ............ 305,078 18522 6.07% 166,837 10,283  6.16% 178,584 9337  5.23%
Total interest-bearing liabilities ... $4.415383 $174.218  3.95% $4.174477 $118975 2.85% $3.862.756 $ 80.855 2.09%
Non-interest bearing deposiis ....... 487.264 485,296 449.126
Other liabilities . ................. 66,705 63,764 58.419
Realized Stockholders’ Equity ...... 416,246 399,793 373,557
Other Comprehensive Loss . . ....... (16,330) (5.676) 5214
Total Liabilities & Stockholders’
Equity ...... .. ..ot $5,369,268 $5,117.654 $4,749,072
Net Interest Income (FTE) ......... $169.150 $166.409 $155,913
Net Interest Spread (FTE) . ......... 291% 3.17% 3131%
Interest Rate Margin (FTE)......... 3.38% 351% 31.56%

(1) The interest on tax-exempt securities and tax-exempt loans is calculated on a tax equivalent basis (FTE)
assuming a federal tax rate of 35%.
FTE adjustments totaled $4.2 million in 2006 , $4.8 million in 2005, and $4.3 million in 2004.

(2) The average balances of the securities are based on amortized historical cost.

(3) The balances of nonaccrual loans are included in average loans outstanding. Interest on loans includes yield
related loan fees of $3.1 million, $2.6 million, and $2.8 million for 2006, 2005, and 2004 respectively.




Years Ended December 31,

2006/2005 2005/2004
Increase/(Decrease) Increase/(Decrease)
Due to Change in Total Net Due to Change in Total Net
Average  Average Increase Average Average Increase
Volume Rate {Decrease) Yolume Rate (Decrease)
(in thousands)
Interest Income:
Investment securities . ................ $(4,568) $ (449 $(5.0t7) F 1,134 § 324 $ 1458
Short-term investments ............... 70) 146 76 (19 174 155
Loansheldforsale .................. (240) 170 (70) (869) (175) (1,044)
Loans:
Commercial . ................... 3,040 10,709 13,749 2,216 8,121 10,337
Commercial real estate ... ... ... .. 20,392 21,126 41,518 26,764 17459 44,223
Residential real estate ............ 3,118 3,237 6,335 2,645 2,018 4,663
Consumer . .................... {138} 1,SII 1,373 (10,699) @i (11,176}
Totalloans ..................... 26,251 36,744 62,995 21,526 26,521 48,047
Total Interest-Earning Assets .. .. .. $16,930 $41,054 $57984 $ 20,265 $28,351 § 48,616
Interest Expense:
Interest bearing deposits .............. $ 646 $16972 517618 $ 37706 $17,165 $ 20,871
Time deposits ...................... 2,923 13202 16,125 429 5,270 5,699
Total bank issued interest-bearing
deposits ..................... 3,043 30,700 33,743 6,364 20,206 26,570
Wholesale deposits .................. 5115 7,328 12,443 861 5,484 6,345
Short-term borrowings ............... (5.447) 6,265 818 (1,254) 5513 4,259
Long-term borrowings ............... 8,395 (156) 8,239 (644) 1,590 946
Total Interest-Bearing Liabilities ... $ 7,210 $48,033 $55243 § 6,923 §$31,i97 S 38,120
Net Interest income (FTE) ........ $ 9,720 $(6,979) $ 2,741 $ 13,342 $(2.846) $ 10,496

The above analysis shows the changes in interest income (tax equivalent “FTE™) and interest expense attributable
to volume and rate variances. The change in interest income {tax equivalent) due to both volume and rate have
been allocated to volume and rate changes in proportion to the relationship of the absolute dollar amounts of the
change in each. Because of changes in the mix of the components of interest-earning assets and interest-bearing
liabilities, the computations for each of the components do not equat the calculation for interesi-earning assets as
a total or interest-bearing liabilities as a total.




TABLE 2

ANALYSIS OF LOAN PORTFOLIO AND LOSS EXPERIENCE

2006 2005 2004 2003 2002
(dollars in thousands)
LOAN PORTFOLIO AT YEAR END:
Commercial, financial and agricultaral ................ $ 798,168 $§ 818,657 § 764,339 5 733.167 5 760.950
Real estate-commercial . ........ ... ... o 1.926,813 1,821,868 1.533917 1,147.592 925,003
Real estate-residential ...... ... ... ... ... oL 493,500 459 823 412,753 362,254 449330
Real estate-construction ........ .. .. .. i 420,379 310,006 250,855 194,495 142,844
Installment and consumer ...............ieuiernn.n. 307,691 311,497 316,838 554,514 604,663
Direct lease financing . ........ ... .ol — 13 98 287 927
Grossoans ... .. ..t s $3.946.551 $3.721.864 $3.278.800 $2.992.309 $2.883,717
Allowance forloanlosses .. ............. ... ... (40913)  (40.756) (40945) (42.115) (35214)
NEt LOUNS .. oottt is e e eaeenns $3.905,638 $3,681,108 $3,237.855 $2,950,194 52,848,503
SUMMARY OF LOSS EXPERIENCE:
Allowance for loan losses, beginning of year ........... $ 40,756 3 40945 § 42,115 % 35214 § 33,940
Amounts charged-off: ........... ... ... ool
Commercial, financial and agricultural . ........... 4,792 11.064 8.263 9.035 4,122
Real estate-commercial .. ...................... 2,965 240 2,902 1.382 1.493
Real estate-residenuial . ........................ 664 1.012 614 i.154 934
Installment and consumer .. .................... 6,096 5,354 6.527 7.884 6,142
Direct lease financing . .............. .. ... .. ... 7 91 12 124 397
Total Charge-offs ............. ...t $ 145248 17761 % 18318 § 19579 § 13,088
Recoveries on amounts previously charged off: .. ... ...
Commercial, financial and agricultural .. .. ........ 1,300 969 1.435 1,219 514
Real estate-commercial . ............... ... ..., 356 231 176 617 125
Real estate-residential . ......... ... ... ... ... 436 192 176 14 106
Installment and consumer . ....... ... ... ....... 2,469 1,700 1,907 1,114 1,026
Directlease financing .. ....................... — — 2 6 17
Total Recoveries ...........c.civiriiaann. $ 451 % 30928 309 % 29705 1,788
Net Charge-offs . ..., 3 9963 % 14669 5 14622 % 16609 $ 11,300
Provision chargedtoexpense ....................... 10,120 15.194 15.530 24917 12,574
Reductions due to sale of loans and other (1) .. ......... — T4 2,078 1.407 —
Allowance for Loan Losses, end of year ........ $ 40913 8§ 40756 5 40945 § 42115 5 35214
RISK ELEMENTS:
Non-accrual loans ...t $ 30,048 $ 21,680 % 30,148 $ 31671 § 32535
Past due 90 days or more not included above ... .. ..., $ 2315 % 8533 8 1,848 § 3,304 % 3,555
Troubled debt restructuring . .. ... ... $ 12 $ 13 % 14 $ — & 3327
RATIOS:
Allowance for loan losses to year-end loans .. .......... 1.04% 1.10% 1.25% 1.41% 1.22%
Allowance to non-accrual loans ..., ... ... ... .. 136.16%  187.99% 13581% 132.98% 108.24%
Net charge-offs toaverage loans .. ... ................ 0.26% 0.42% 047% 0.57% 0.42%%
Recoveriestocharge-offs ............... ... ... ... 31.40% 17.41% 20.18% 1517% 13.66%
Non-accrual loans toloans . .........coieennnn .. 0.76% 0.58% 0.92% 1.06% 1.13%
(1} 2005 includes estimated loss on unfunded commitments. See Note 15 of the Notes to Consolidated Financial Statements

for turther information.
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The atlocation of the allowance for loan and lease losses at December 31, was as follows:

2006 2005 2004 2003 2002
Percent of Percent of Percent of Percent of Percent of
Loans in Loans in Loans in Loans in Loans in

Amount Category Amount Category Amount Category Amount Category Amount Category

(dollars in thousands)
Commercial, financial and

agricultural ., ............. $19,546 20.2% 517584 22.0% $17.076 23.3% $17.697 24.5% $15.470 26.4%
Realestate ................. 4,169 T20% 5,527 69.6% 8,068 67.0% 6,540 57.0% 4881 52.6%
Installment and consumer . .. .. 6,410 T8% 6,436 8.4% 5,796 97% 1,529 18.5% 7,794 21.0%
Impaired loans .............. 6.094 * 7.210 * 6,306 * 7.372 * 5,575 *
Unalocated . ............... 4,694 * 3,999 * 3.699 * 2977 * 1,494 *

Total ... .............. $40913  100.0% $40.756 100.0% $40945 100.0% $42.115 100.0% $35.214 100.0%
* Not applicable
TABLE 3
MATURITY AND INTEREST SENSITIVITY OF LOANS
December 31, 2006
Loans Due After
Time Remaining to Matority One Year
Due
Within Fixed Floating
One One To After Five Interest Interest
Year Five Years Years Total Rate Rate
(in thousands)
Commercial, financial and agriculural ... ... $488743  $256.565 $52,860 § 798,168 $197,474 §$111,951
Real estate-construction . ...................un... 317,527 102,852 — 420,379 41,724 61,128
Total ... $806,270  $359.417 $52,860  $1.218,547 $239,198 $173.079
TABLE 4
MATURITY OF SECURITIES
December 31, 2006
(rovernment States and Corporate
Sponsored Political Obligations
U.S. Treasury Enterprises (1}  Subdivisions (2) and Other Total
Amount Yield Amount Yield Amount Yield Amount Yield Amount Yield
(dollars in thousands)
Securities Available for Sale (3):
Oneyearorless .................. $4964 301% % — — $ 2,683 691% § 4946 1431% $ 12,593 8.28%
After onc through five years . ..... .. — — 19,588 3.80% 39,593 5.77% — — 59,181 5.12%
After five through ten years . ..... .. — — — — 46,771 5.92% — -— 46,771 5.92%
Aftertenyears ................... — — — — 4313 6.07% 24807 4.36% 29,120 4.61%
Mortgage-backed and asset-backed
securities{4) .................. — — 741949 4.22% — — 10,219 5.19% 752,168 4.23%
Total Securities
Available for Sale .......... $4964  3.01% $761,537 4.20% $93,360 590% $39972 5.80% $899,833 4.44%

(1) Includes U.8. Government agencies.
(2} Yields were calculated on a tax equivalent basis assuming a federal tax rate of 35%.
(3) Amounts are reported at fair value. Yields were calculated based on amortized cost.

(4) Includes $31.3 million of general obligations of FHLB and FNMA that are structured to have payment characteristics of a
collateralized mortgage obligation security. Mortgage-backed and asset-backed security maturities may differ from contractual
maturilies because borrowers may have the right to prepay obligations with or without penalties. Therefore, these securities are

not included within the maturity categories above,

The above schedule includes fair value of $24.8 million in equity investments which are included in the “corporate obligations and

other™ and the due “after ten years™ classifications,
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TABLE 5
MATURITY OF TIME DEPOSITS $100,000 OR MORE

As of December 31, 2006
Time Remaining to Maturity
Due Within Three to Six to After
Three Months  Six Months Twelve Months Twelve Months Total
(in thousands)
Certificates of deposit ............... $206,703 $167,004 $205,185 $527.813 $1,106,705
Other time deposits ................. — — — 838 838
Total ......... . e $206,703  $167.004 $205,185 $528.,651 $1,107,543

TABLE 6
INTEREST RATE SENSITIVITY

The following table provides information about the Company’s financial instruments and derivative financial
instruments used for purposes other than trading that are sensitive to changes in interest rates.

For loans, securities, and liabilities with contractual maturities, the table presents principal cash flows and related
weighted-average interest rates by contractual maturities as well as any anticipated prepayments. For deposits
that have no contractual maturity (demand deposit accounts, interest-bearing checking, savings, and money
market deposits) the table was constructed based on historical Company data and analysis. For interest rate swaps
and forward rate locks, the table presents notional amounts and, if applicable, weighted-average interest rates by
contractual marturity date or call date. Variable rate derivatives are typically based on LIBOR and reset

periodically. Notional amounts are used to calculate the contractual payments to be exchanged under the
contracts.

Fair
At December 31, 2006: 2007 2008 009 2010 2011 Thereafter Total Value
(dollars in thousands)

Rate Sensitive Assets:

Fixed Interest Rate Loans .. ................ $ 518,518 $432,910 $354,555 $203,021 $271,826 $ 93,509 $1,964,339 31,950,518
Average Interest Rate .. ................. 6.46%  6.66% 691% 6.95% 7.39% 6.52% 6.79%

Variable Interest Rate Loans .. .............. 1,186,761 298,769 144,969 109,108 113,735 128,870 1,982,212 1,983,684
Average InterestRate . .................. 841% RO02% B8.06% 800% 182% 7.98% 8.24%

Fixed Interest Rate Securities ............... 240,931 182,979 110,500 116,992 77,097 188,506 917,005 899,449
Average InterestRate ................... 4i9%  397% 422% 413%  435% 4.34% 4.19%

Variable Interest Rate Securities ............. 163 39 24 115 10 33 384 384
Average Interest Rate ................... 4.74% 5.51% 5.51% 6.17% 5.51% 551% 5.38%

Other Interest Earning Assets ............... 3,476 —_— — — — — 3,476 3.476
Average Interest Rate . .................. 4.75% — — — — — 4.75%

Company Owned Life Insurance ............ 26,917 26917 26917 26917 26915 — 134,583 134,583
Average Interest Rate ................... 336% 336%  3.36% 336%  3.36% — 3.36%

Rate Sensitive Liabilities:

Non-interest-bearing deposits . ... ........... $ 180,809 $ 34,601 $ 31,304 $ 28,313 $268,033 $ $ 543,070 § 543,070

Interest-bearing demand deposits .. .......... 1,353,178 91,231 145829 36,728 248,618 1,875,584 1,875,584
Average [nterest Rate ................... 4.10% 1.89% 265% 055% 047% — 3.33%

Timedeposits .....oovvvevriiein i, 1,225,549 281,554 267,296 67,454 66,952 18,723 1,927,528 1,919,994
Average InterestRate ................... 469% 463% 497% 4N% 4.30% 5.70% 4,74%

Fixed Interest Rate Borrowings ............. 48,753 168,755 79422 482 25036 51,528 373,976 381,021
Average InteresiRate ................... 851% 5.04% 517% 7.12%  432% 7.20% 577%

Variable Interest Rate Borrowings ........... 104,783 —_— —_ — — _ 104,783 104,783
Average Interest Rate ................... 4.75% — -— — — — 4.75%

Deferred Compensation ................... 14,623 — — — — — 14,623 14,590
Average InterestRate ................... 7.84% — —_ — — — 7.84%
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Fair
At December 31, 2006: 2007 2008 2009 2010 2011 Thereafter Total Value

(dolars in thousands)

Rate Sensitive Derivative Financial Instrument
Notional Amounts:

Pay variuble/received fixed swaps
Index: 6 mo. Libor—resets semi-annually

Average pay rate 5.13%i/recetve rate 5.15% . ... .. $§ 00008 — $§ — %5 — % — § — § 1000058 (1)
Index: 3 mo. Libor—resets quarterly
Average pay rate 5.14%/receiverate S.15% .. ... 10,000 — — — — — 10,000 (3)
Average pay rate 5.28%/receive rate 4.35% . .. . .. 10,000 — - — — — 10,000 (49)
Average pay rate 5.57%/receive rate 4.40% . . . . .. 10,000 — — — — — 10,000 (63)
Average pay rate 5.31%/receive rate 5.00% . .. . .. — — —_ — — 10,000 10.000 (201}
Average pay rate 5.36%/receive rale 5.64% . .. ... — — — — — 10,000 10,000 (140}
Average pay rate 5.36%/receive rate 4.25% . .. ... — — 15,000 — — — 15,000 (328)
Average pay rate 5.3 1 %/freceive rate 4.13% ... ... — — — — 11,000 — [ 1.000 (484)
Average pay rate 5.94%/receive rate 500% ... ... — — 26.956 — — — 26,956 (510)
Average pay rate 5.9 1%/receive rate 4.00% ... ... 7.669 — — — — — 7,669 (107
Average pay rate 3.84%/receive rate 5.00% . .. ... — — — 8.022 — — 8,022 (164)
Pay fixed/received variable swaps
[ndex: 1 mo. Libor—resets monthly
Average pay rate 6.15%/receive rate 7.42% ... ... — — — — — 3,890 3.890 150
Average pay rate 6.45%/receive rate 7.55% ... .. — — — — — 1,601 1,601 72
Average pay rate 6,72%/receive rate 7.84% . ... .. — — — -— 10,873 — 10,873 294
Average pay rate 7.0%%/receiverate 7.79% .. .. .. — — — — — [.381 1,381 30
Average pay rate 6.76%/receiverate 7.57% .. .. .. — — - — — 2,151 2,151 65
Average pay rate 6.92%/receive rate 7.85% .. .. .. — — — — — 622 622 19
Average pay rate 6.60%/receive rate 7.43% . ... .. — — — — — 2,075 2.075 48
Average pay rate 6.84%/receive rate 7.87% .. .. .. - — — 6.549 — — 6.549 131
Average pay rate 6.92%/receive rate 7.81% .. .. .. — — — — — 3598 3,598 131
Average pay rate 6.72%/receive rate 7.56% .. .. .. — — — — — 377 377 8
Average pay rate 6.93%/receive rate 7.60% . ... .. — — — — — 749 749 19
Average pay rate 7.36%/receiverate 7.71% ... ... — — — — — 498 498 1
Average pay rate 7.53%/teceive rate 7.90% . ..... — — — — — 1550 1.550 8
Average pay rate 7.68%/receive rate 7.60% . .. ... — — — — — 1,499 1,499 (38)
Pay fixed/received variable forward rate lock
Index: | mo. Libor—resets monthiy
Average pay rate 6.96%/receive Libor + 1.72% , ., —_ — — — — 1,750 1,750 (22}
Average pay rate 7.32%/receive Libor + 1.97% . .. — — — — — 2,700 2,700 (58)
Average pay rate 7.30%/receive Libor + 2.25% . . . — — — — — 1.897 1.897 !
Fair
At December 31, 2005; 2006 2007 20608 2009 2010 Thereafter Total Vitlue
Rate Sensitive Assets:
Fixed Interest Rate Loans ....._.................. § 453,865 $315.714 $352.957 $257.391 3255059 $103,101 $1,738,087 $1.718,666
Average InterestRate . .............. ... .. ... 6.27% 6.35%  6271%  651% 6.80% 6.13% 6.39%
Variable Interest Rate Loans ... ................... 1.075.452 245380 230,328 175,686 154,123 102,808 1983777 1.986,750
Average InterestRate ... ... .. ..., 7.51% 7.20%  7.06% 7.24% 6.85% 7.40% 7.34%
Fixed Interest Rate Securities . ._.................. 252,605 240,172 197,511 145905 125919 241,668 1,203,780 1,183,088
Average InterestRate . .. .. ... . ... . ......... 4.07%  435%  438%  408%  4.18% 4.32% 4.24%
Variable Interest Rate Securities . . ................. 161 45 27 17 1 35 296 296
Average Interest Rate . ........................ 450%  5.27%  327%  527%  527% 527% 4.85%
Other Interest Earning Assels ..................... 5713 — — — — — 5713 5.713
Average InterestRate ............ ... ... .. .. .. 421% — — — — — 421%
Company Owned Life Insurance .................. 26494 26494 26494 26494 2649 — 132.472 132,472
Average Interest Rate .. .. ... . ... ... ....... 5.58% 5.58 5.58 5.58 5.58 — 5.58%
Rate Sensitive Liabilities:
Non-interest-bearing deposits . .................... $ 162,646 $ 58.117 § 48,643 $ 40741 $ 34,146 %180,582 § 524,875 $ 524,875
Interest-bearing demand deposits .............. ... 1,245,611 144,408 110953 86,237 67,735 203282 1948226 1,948.226
Average Interest Rate .. ... ... ... ... ... L. 3.07% 1.97% 1.89% 1.83% 1.77% 1.63% 2.60%
Timedeposits . ......... .. . 1070045 394212 107667 103448 34,675 29968 1,740,115 1,727,746
Average InterestRate .. ... ... 336%  432%  4.15%  454%  4.52% 5.12% 3.95%
Fixed Interest Rate Borrowings ................... 358,441 48754 105319 22 494 25,153 538,183 542,126
Average Interest Rate ... .. ... ... ... ... 4.36% 851%  492% 1506% T11% 5.27% 4.89%
Variable Interest Rate Borrowings ................. 120.881 — — — — — 120,881 120.881
Average InmterestRate . ........ .. ... . ........ 4.04% — — — — — 4.04%
Deferred Compensation . ........................ 14,758 — — — — — 14,758 14,723
AverageInerestRate . .......... .. ... ... ... 7.20% — — — — — 7.20%
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Fair
At December 31, 20405: 2006 2007 2008 2009 2010 Thereafter Totat  Value

Rate Sensitive Derivative Financial Instrument Notienal Amounts:
Pay vaniable/received fixed swaps
Index: 6 mo. Libor—resets semi-annuaily

Average pay rile 3.87%/receiverate 5.15% ... ... Lo $— sS10000% — $§ — $ — § — 310000 $75
Index: 3 mo. Libor—resets quarterly
Average pay rate 4.30%/receiverate 5.15% ... oLl — 10,000 — — — — 10,000 62
Average pay rate 3.96%/receiverate 4.35% .. ...l — 10,060 — — — — 10,000 (56)
Average pay rate 4.35%/receiverate 4.40% ... ...l — 10,000 — — — — 16,000 (92)
Average pay rate 4.44%/receiverate 5.00% ... oL — — — — — 10,000 10,000 (193}
Average pay rate 4. 48%/receiverate 5.53% . ... Lol — — — — - 10,000 10,000  (172)
Average pay rate 4.53%/receiverate 425% ... ..o e — — — 150 — — 15,000 (352)
Average pay rate 4. 16%i/receiverate 4.13% ... .. o i — — — — — 11,000 11,000  (498)
Average pay rate 4.72%/receiverate 5.00% ... — — — 26956 — — 26,956 (335)
Averuge pay rate 5.05%/receiverate 4.00% .. ... .o — 7.669 — — — — 7.669  (176)
Average pay rale 4.72%/receiverate 5.00% .. ... — — — — 8022 — 8.022 (17
Index: | mo. Libor — rescts monthly
Average pay rate 6.60%/receiverate 5.14% ... ... oo — — 34,000 — — — 34.000 (1.242)
Average pay rate 6.50%/receiverate 499% .. .. ... oo oo — — 40,000 — — — 40,000 (1,432)

Pay fixed/received variable swaps
Index: | mo. Libor—resets monthly

Average pay rate 6, 15%/freceiverate 6.36% ... ..ol — — — — — 4012 4,012 165
Average pay rate 6.45%freceiverate 6.49% ... ... — — — — — 1.682 1,682 57
Average pay rale 6.72%receiverate 6.78% ... ...l — — — — — 11,395 11,395 252
Average pay rate 7.09%/receiverate 6.73% . ... .. ... L.l — — — — — 1.405 1.405 13
Average pay rate 6.76%freceiverate 6.51% ... .o e — — — — — 2,251 2,251 3
Average pay ratc 6.92%/fteceiverate 6.79% ... ...l — e — — — 651 651 13
Average pay rate 6.60%/freceiverate 6.37% ... ... — — — — — 2,112 2,112 29
Average pay rate 6.84%/freceiverate 6.81% ... el — — — — 6,657 — 6.657 107
Average pay rate 6.92%/receiverate 6.75% ... ... — — — — — 3.657 3.657 87
Average pay rate 6.72%/receive rate 6.50% ... oL — — — — — 408 408 5
Average pay rate 6.93%/receiverate 6.54% . ... ... oo — — — — — 76! 761 7
Average pay rate 7.36%/receive rate 6.65% ... ... ... oo — — — — — 510 510 (7

Pay fixed/reccived variable forward rate lock
Index: t mo. Libor—resets monthly
Average pay rate 6.94%/receive Libor+ 1L.72% ... oo — — — —_ — 1,750 1,750 (48)

Pursuant to Statement of Financial Accounting Standards, (SFAS) No. 133, “Accounting for Derivative Instruments and
Hedging Activities,” as modified by SFAS No. 138 and amended by SFAS No. 149, all derivatives are recognized at fair
value in the Consolidated Balance Sheets. Changes in fair value for derivatives that are not hedges are recognized in the
Consolidated Statement of Income (Income Statement) as they arise. If the derivative is a hedge, depending on the nature of
the hedge, changes in the fair value of the derivative are either offset in the Income Statement or are recorded as a component
of other comprehensive income in the Consolidated Statement of Stockholders’ Equity. See Note 11 of the Notes to
Consolidated Financial Statements for further information on derivative instruments.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
AMCORE FINANCIAL, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

December 31,

2006

December 31,
2005

(in thousands, except share data)

ASSETS
Cashandcashequivalents ... .. .. ... .. .. ... ... . . iiiii... $ 146,060 $ 144,350
Interest earning deposits in banks and fed fundssold .................... 3476 5.713
Loans heldforsale ... ... ... . 13,818 24,138
Securities available for sale, at fairvalue . ....... ... ... ... ... .. ...... 899,833 1,183,384
Gross JOanS . .o 3,946,551 3,721,864
Allowance for 1oan 10888S . . . ... .. (40,913) (40,756)
Nt OaNS . .. e e e $3.905,638  $3,681,108
Company owned lifeinsurance .......... ... ... ... ... ... .. .. ..., 134,583 132,472
Premises and equipment, net ........... .. ... i e, 91,561 84,818
Goodwill . .., 6,148 6,148
Foreclosed real estate, Met ... ...t e e e 1,247 621
Oher 881 o . o 90,019 82,150
Total ASSels . ... .. e $5,292,383  $5,344,902
LIABILITIES
Deposits:
Non-interest bearing deposits . . ... ... i it e $ 543,070 § 524,875
Interestbearing deposits . . ... ... . 1,801,335 1,873,274
Time deposits . . ... ... e 1,204,908 1,188,337
Total bank issued deposits .. ... ...t $3,549313  $3,586,486
Wholesaledeposits .. ........ ... . 796,869 626,730
Total deposits ... ... $4,346,182 $4,213,216
Short-term borrowings . . ... ... 136,747 489334
Long-term borrowings ... ... ... . ... . . 342,012 169,730
Other liabilities . ... ... 67,396 74,105
Total Liabilities ... ................. ... .. ... ... ...... $4,802,337  $4,946,385
STOCKHOLDERS’ EQUITY
Preferred stock, $1 par value; authorized 10,000,000 shares; none issued .... § — $ —
Common stock, $0.22 par value; authorized 45,000,000 shares;
December 31, December 31,
2006 2005
Issued ............ 0.0 29,972,232 29,938,942
Outstanding ........ .. ... .0 iiinnnn. 23,792,320 24,810,703 6,660 6,652
Treasurystock ........ .. ... . i, 6,179912 5,128,239 (136,413) (104,240)
Additional paid-incapital ... .. ... . e 76,452 74,110
Retained earnings .. ... ... .. i 464,316 435,113
Deferred compensation ........... ... ... .. . .. .., — (294)
Accumulated other comprehensive 1oss . .. ......... .. ccoiiiiiiian, (10,969) (12.824)
Total Stockholders’ Equity ............................... $ 400,046 3 398517
Total Liabilities and Stockholders’ Equity .................. $5,292,383  $5,344,902

See accompanying notes to consolidated financial statements.
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AMCORE FINANCIAL, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME

Years ended December 31,
2006 2005 2004
INTEREST INCOME
Interest and FEEs 0N JOmANS . ..ottt it et e e $290,149 227,124 §179.250
[nterest on securities:
7T, 1) [ O S UGS 40.929 44,366 43,693
1T 6,498 7.525 7,015
Total Income on SECUNILES .. .. .. e i i i e $ 47427 % 51,891 § 50,708
Interest on federal funds sold and other shor-term investments .......... . ... .. ... 241 261 13
Interest and feeson loans held forsale ... o o e 1,220 1,260 2,334
Intereston deposits Inbanks ... ... o e 139 43 18
Total Interest INCOME .. .. .. ... .. .. i it anra s $339,176  $280,609 $232.441]
INTEREST EXPENSE
IDIETEST ON GEPOSIS - . .o oo et e ettt e e e e e $138,009 §$ 91,823 § 58908
Interest on short-lerm bOITOWIRgS . . .. .. e s 17.687 16,869 12,610
Interest on long-term BOITOWINES .. .ot o vt ettt e et e e 18,522 10.283 9,337
Total Interest EXPeNse . ... .. ...t iae e e $174,218 S118,975 § 80,855
NetInterest INCOMe . . .. .. . .. s 164,958 161.634 151,586
Provision for Jomm 108588 L.\ ot et e e e 10,120 15.194 15,530
Net Interest Income After Provision for Loan Losses . ................... ... ... $154,838 $146,440 5136.056
NON-INTEREST INCOME
Investment management and IUSLINCOME .. .. ... oottt iint i emaae e enans $ 16200 $ 15095 S 16,062
Service chirges ondeposits .. ... .. e 25.622 23,545 20,050
Mortgage banking iNCOMIE L .. ..ottt e e e 397 4,071 5.102
Company owned life InSUrance MCOME .. ... vv ettt e 7.891 5,415 5,739
Brokerage COMIMISSION INCOIME . . . oo u vt v vt tvtr s s e e e e ana e 3.146 2819 3,112
Bankoard FE8 IMCOMIE « . o o v e vt et e e e e et e s e ettt et e et et e e et et e e 6,225 4,882 4,128
Gain on Sale Of TS . . ..o it e e e e e 576 864 2,462
011 O 11,745 8.727 5874
Non-Interest Income, Excluding Net Security (Losses) Gains .. .................. $ 75322 § 65418 $ 62,529
NETSEURILY GAIME .« oottt t et e it e it s vt ettt e e e e e e 267 995 3,385
Total Non-Interest Income . .. ... ... . s $ 75589 3% 66413 § 65914
OPERATING EXPENSES
COMPENSAION BXPEISE . . oottt vttt s vt et et ettt e ettt e e e e e $ 78651 § 69315 S 66919
Employee benefils . ... .. e 19,239 16,984 16,495
Nel OCCUPANCY EXPEIMSE . . . ..o\ttt s st a s rr s et aa e e e aae e aan 11.443 11.367 9.663
EQUIPIMENT EXPERNSE . . . .ottt e e e e 9.448 10,450 9.198
Dita PrOCESSIME EXPEMSE - . ...ttt ittt ittt et et e e e 2.998 2,360 1,929
Professioni] [oes o\ oo e e e e e e e 9317 4,002 3,840
COMMUNICALION EXPENSE _ . .\ vttt ottt et e m et ettt et a et i aes 5.088 4716 4,511
Advertising and business development . . ... oo 7.409 6.530 5.990
L 1T P 21,772 19,641 18,760
Total Operating EXPenses .. .. ... ... i $165.365 $145365 $137.307
Income from continuing operations before incometaxes ........... ... oo o $ 65062 $ 67488 3 64,663
TACOIMIE LAKES o o e e et ettt e e e e ettt e ettt e e e et e e e e 18,035 19,501 18,632
Income from continuing operations ............... ... ..o $ 47,027 § 47987 § 46,031
Discontinued operations:
{Loss) Income from discontinued Operations ... ... ..o ureneenen e $  (131) 707§ (629)
Income tax (benmefit) EXPense . ... . ittt e e 379 3,753 (294)
Income (loss) from discontinned operations ............ ... ... . i iiiieiaa $ 248 $ (3.046) § (335
Net ICOMIE . . o ettt e $ 47275 % 44941 § 45696
EARNINGS PER COMMON SHARE
Basic: Income from COMiNUING OPerations . . ... veuetut it i $ 192 § 193 5 184
Income (loss) from discontinued operations ....... ... . ... il i 0.0t 0.12) (0.01)
=SB 1 T 1 1< $ 193 & 181 % 1.83
Diluted: Income from continuing OPerations . . . ... ... vernr ottt i g 191 $ 191 3 1.82
Income (loss) from discontinued Operations . ........ ..o ooiei i 0.0} 0.12) (0.01)
N ICOIMIE . o o oottt it ettt et s et e e e e e e $§ 192 %§ 179 $ 181
DIVIDENDS PER COMMONSHARE .. ... . ... $ 074 3 068 § 068
AVERAGE COMMON SHARES OUTSTANDING
B ST o oottt st e e e e e e e e e 24 466 24814 24,955
9011 T S PN 24,562 25,087 25,251

See accompanying noies to consolidated financial statements.
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AMCORE FINANCIAL, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS® EQUITY

Balance at December 31,2003 ... .. ..........................

Comprehensive Income (Loss):

Netlncome ....... ... .. . i i,
Reclassification of gains on hedging activities 1o earnings .. .. ... ..
Income 1ax effect related to items of other comprehensive income . .

Net effect of hedging activities ..............................

Net unrealized holding losses on securities available for sale arising
duringtheperiod ... ... ... ... . e

Less reclassification adjustment for net security gains included in net
IMCOME ... .o i i e

Income tax effect related to items of other comprehensive income . .

Net unrealized losses on securities available forsale .............
Comprehensive Income (LOSS) .. ... vurivininineenn...

Cash dividends on common stock-$0.68 pershare ...............
Purchasc of 862,873 shares for the treasury ....................
Deferred compensation and other .. ... ... ... ... ... ..
Reissuance of 530,106 weasury shares for incentive plans ... ... ..
[ssuance of 67,372 common shares for Employee Stock Plan . .. . ..

Balance at December 31,2004 ... .. ... ... ... ... ... .........

Comprehensive Income (Loss):

Netlncome ... i s

Net unrealized holding losses on securities available for sale arising
duringtheperiod ............ .. .. ... ... .. i

Less reclassification adjustment for net security gains included in net
INCOMIE . .ottt e e e e e et eaaens

Income tax effect related to items of other comprehensive income . .

Net unrealized losses on securities available forsale .............
Comprehensive Income {LOSS) . ........ooiiiiriirinininn..

Cash dividends on common stock-$0.68 pershare ... ............
Purchase of 256,196 shares for the treasury ... 0oL
Deferred compensation and other .............o ool
Reissuance of 211,280 treasury shares for incentive plans . ... ... ..
Issuance of 34,874 common shares for Employee Stock Plan .. ... .

Balance at December 31,2005 ......... ... . ... ..............

Comprehensive Income {Loss):

NetIncome ... ... .. ... .. .. .

Net unrealized holding gains on securities available for sale arising
duringthe period ... ... .. ... ...

Less reclassification adjustment for net security gains included in net
IMCOME L. e i e

Income tax effect related to items of other comprehensive income . .

Net unrealized gains on securities available forsale ..............
Comprehensive lncome . ..o,

Cash dividends on common stock-$0.74 pershare ............ ...
Purchase of 1,316,124 shares for the treasury . ..................
Deferred compensationand other ...................00vvnn...
Pension obligation adjustment . ................ ... .. 0eiia,
Stock-based compensation ... oo,
Reclassification upon adoption of SFAS No. 123R .............,
Reissuance of 264,451 weasury shares for incentive plans .........
Issuance of 33,290 common shares for Employee Stock Plan .. .. ..

Balance at December 31,2006 ... ... ... ... ... ... . ... ...

Accumulated
Additional Other Total
Common Treasury Paid-in  Retained Deferred  Comprehensive Stockholders’
Stock Stock Capital Earnings Compensation Income (Loss) Equity
(in thousands, except share data)

$6,625 § (91,812) $73.862 $378,305 $(353) $ 8957 $375.584
— — — 45,696 —_ — 45,696
—_ — — — — 970) (970)
—_ — — — 378 378
_ . — — — (592) (592)
— — — —_ — (7,050} {(71.050)
_ _ _ - — (3.385) (3.385)
—_ — — — — 3.963 3.963
— — — — — (0.472) (6,472)
— — — 45,696 —_ (7.004) 38,632
— — — (16,956) — —_ (16,956}
— (484N — — — — (24.847)

3 — 162 — 170 — 335

— 13,827 (1,335 — (90) —_ 12,402

15 — 1,413 —_ —_ — 1,428
$6,643 $(102.832) $74,102 $407.045 $(273) 3 1,893 $386,578

— — —_ 44,941 — — 44.94]

— — — 22770 (22,771)

— — — — — (995) (995)
— — — - — 9,049 9,049
_ —_ . — — {(14.717) (14.717)
— _ 44941 — (14717 30.224
— — (16873)  — (16.873)
— (7.702) — — — — (7.702)
1 — 703 — 199 — 503
— 6,204  (1.525) — (220) — 4549
8 — 830 — — — 838
$6.652 $(104,240) $74,110 $435113  $(294) $(12,824)  $398,517
— — 47275 — — 47,275
_ _ — — — 3,403 3,403
_ _ _ — — (267) Q67)
_ — — — — (1,205 (1.205)
_ — — — — 1931 1931
- — — 47275 — 1,931 49 206
— — — (18072 — — (18,072)
— @024 — — — — (40.244)
_ _ 144 — — — 144
(76) (76)

- — 2967 — — — 2,967
- - 342 — 294 - 636
— 807 (1,939) — — - 6,132
8 — 828 — — — 836
$6.660 $(136.413) $76452 $464.316  § — $10.969)  $400,046

See accompanying notes to consolidated financial statements,

52




AMCORE FINANCIAL, INC, AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years ended December 31,
2006 2005 2004

{in thousands)

Cash Flows From Operating Activities

Net income $ 47275 % 44941 § 4569

Adjustments 1o reconcile net income from operations (o net cash provided by operating activities:
Depreciation and amortization of premises and equipment 7.371 8,701 7.751
Amanrtization and aceretion of securities, net 1,523 1,830 3.628
Stock-based compensalion expense 2977 — —
Tax benefit on exercise of stock options 845 877 1.491
Excess tax benefits from stock-based compensation (792) — —
Provision fOr 0an 08808 . . .. ..ttt e 10,120 15,194 15,530
Company owned life insurance income, net of claims (5,072) (5,415) (5,002)
Net gain on sale of discontirued operations — (753) —
INEE SECUTIHES BAIMS L . . .. e et e e e i e e e (267) (995)  (3.385)
Net gain on sale of loans (576) (864) (2,462)
Net gain on sale of mortgage loans held for sale (1,582) (2,524) (2,326)
Originations of mortgage loans held for sale (309.270) (340.767) (392,889)
Proceeds from sales of mortgage loans held for sale 321,172 349995 397485
Deferred income tax expense (benefit) (625) 2.754 1.152
Decrease (InCrease) in 0INer @88eL8 . . .. ..o it ittt it i e e (3.712) 1,812 5471
Increase (decrease) in other liabilities {4.605) 8.598 13,168

Net cash provided by operating activities $ 64782 § 83384 § 85308

Cash Flows From Investing Activities

Proceeds from matarities of securities available for sale $ 208,649 $ 213,072 § 236,808
Proceeds from sales of securities available for sale 157,284 54,107 81,541
Purchase of securities available for sale (80,501) (225.914) (397.877)
Net (increase} decrease in federal funds sold and other short-term investments . ... ... . .. . it 5,200 (4,950} (250)
Net (increase) decrease in interest earning deposits in banks (2,963) (402) 1,635
R T gt 4T U 1 U O (253.022) (472,223) (469469}
Proceeds from the sale of loans 11,963 10,371 164,111
Proceeds from the sale of subsidiary — 10,000 —
Proceeds from (investment in) company owned life insurance 2961 (3.314) (2,266}
Premises and equipment expenditures, net (14.088) (8,239) (20.654)
Proceeds from the sale of foreclosed real estate 1,595 6,672 3,924

Net cash provided by (used in) invesling activities $ 37,078 $(420,820) $(402,497)

Cash Flows From Financing Activities

Net increase in non-interest-bearing demand deposits 18,195 $ 45796 $ 41,575
Net (decrease} increase in interest-bearing demand deposits .. .. ... ... ... L i s (71,939) 352,892 158,584
Net increase in time deposits 16,571 74,404 31,320
Net increase in wholesale deposits 170,139 5433 127375
Net decrease in short-term bOTOWINGS .. . ... it e e e e (360,115) (116.546) (3,082)
Proceeds from long-term BOTOWINES . .. ... e e 294,400 22,800 —
Payment of long-term borrowings {116,000) —_ (12)
Dividends paid (18.072) (16.873) (16,956)
Issuance of common shares for employee stock plan 836 838 1,428
Reissuance of treasury shares for incentive plans 5.287 3672 10,911
Excess tax benefits from stock-based compensation 792 — —
Purchase of shares for treasury (40.,244) (7,7702) (24,847

Net cash (used in} provided by financing activities $(100,150) § 364,714 § 326,296

Net change in cash and cash cquivalents 1,710 § 27278 § 9,107
Cash and cash equivalents:
Beginning of year 144,350 117,072 107,965

End of year $ 146,060 $ 144,350 § 117,072

Supplemental Disclosures of Cash Flow Information
Cash payments for:
Interest paid 0 depoSItOrs .. ... e $ 131,817 & 89,283 § 57859
[nterest paid O BOITOWINES ... ..o o e 35,621 26619 23,235
INCOME TAX PAYIIENLS .. L oottt ittt e et s e v et bt s r v m et e 20.266 16,087 11,335
Non-Cash Investing and Financing
Foreclosed real estate—acquired in settlement of loans 2,201 2,401 4,163
Transfer current portion of long-term borrowings te short-term borrowings . ............. ... .. e 7.528 16,722 35,177
Capitalized interest 101 145
Reduction in goodwill due 1o sale of subsidiary 9427 —
De-consolidation of AMCORE Capital Trust [—increases in assets and liabilities — 16,238
Transferof loansto held forsale loans . . ... o i e e — 75.000

See uccompanying notes to consolidated financial statements,
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AMCORE FINANCIAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2006, 2005 and 2004

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting and reporting policies of AMCORE Financial, Inc. and subsidiaries (Company} conform to U.S.
generally accepted accounting principles in all material respects. The preparation of Consolidated Financial
Statements requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilitics as of the balance sheet date and revenues and expenses for the period. Actual results could difter
from these estimates.

Description of the Business

The Company is a bank holding company headquartered in Rockford. Illinois, and conducts its principal business
activities at locations within northern llinois und southern Wisconsin. The primary business of the Company is
the extension of credit and the collection of deposits with commercial and industrial, agricultural, real estate and
consumer loan customers throughout northern [llinois and south central Wisconsin conducted through its banking
subsidiary (Bank). The Bank also offers products and services through its mortgage-banking segment. Although
the Company strives to maintain a diversified loan portfolio, adverse changes in the iocal economies or in the
commercial real estate markets could have a direct impact on the credit risk in the portfolio.

The Company also offers a variety of financial products and services through its financial services subsidiaries.
These include personal and employee benefit trust administration for individuals, estates and corporations,
brokerage, and credit life and accident and health insurance in conjunction with the lending activities of the
Bank.

Significant Accounting Policies

Principles of Consolidation. The financial statements include the consolidated accounts of the Company. All
significant intercompany accounts and transactions have been eliminated in consolidation.

Basis of Presentation. The operating results for Investors Management Group, Lid. (IMG) have been reclassified
and shown as discontinued operations on the Statements of Income and in the Notes to the Consolidated
Financial Statements for all periods presented. This includes the effect of the sale of IMG and the transition of
Vintage equity funds. See Note 2 for additional information.

Cash and Cash Eguivalents. For purposes of reporting cash flows, the Company considers cash on hand,
amounts due from banks. and cash items in process of clearing to be cash and cash equivalents. Cash flows for
federal funds sold and other short-term investments, interest-earning deposits in banks, loans, demand deposits
and savings accounts, time deposits and short-term borrowings are each reported net.

Loans Held for Sale. Loans originated und intended for sale in the secondary market are recorded at the lower of
cost or fair value in the aggregate. The Bank routinely engages in forward sales contracts on mortgage loans
originated and held for sale into the secondary market in order to mintmize its risk of loss between the time the
loan is originated and the time it is sold. Mortgage loans subject to a forward contract are marked-to-market
pursuant o Statement of Financial Accounting Standards (SFAS) No. 133. See discussion under Derivative
Financial Instruments and Hedge Activities later in this note. Gains and losses on the sale of loans are included in
mortgage banking income.

Securities and Other Investments. Debl securities can be classified into three categories: held 1o maturity,
trading, and available for sale. Securities for which the Company has the positive intent and the ability to hold to
maturity are classified as held to maturity and reported at amortized cost. Securitics bought and held principally
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for the purpose of selling them in the near term are classified as trading securities and are reported at fair value
with unrealized gains and losses included in earnings. Securities that are not classified as either held 1o maturity
or trading are classified as available for sale, and are reported at fair value with unrealized gains and losses
cxcluded from earnings and reported in Accumulated Other Comprehensive Income (OCI) until realized. The
intcrest method is used for the amortization and accretion of premiums and discounts. The objective of the
interest method is to measure periodic interest income at a constant effective yield. The cost of securities sold is
determined on a specific identification method. There were no held 1o maturity or trading securities outstanding
during 2006 or 2005,

Non-marketable equity securities, which include private equity fund investments, are reported under the cost or
equity method depending on percentage of ownership. Also included in non-marketable equity securities are
investments in stock of the Federal Reserve Bank, the Federal Home L.oan Bank and preferred stock of the
Federal Home Loan Mortgage Company. Investments in affordable housing tax credit projects without
guaranteed yields are reported on the equity method. Those with guaranteed yields are reported using the
effective yield method. Private equity fund and affordable housing tax credit investments are reported as other
assets on the Consolidated Balance Sheets,

When it is determined that securities or other investments are impaired and the impairment is other than temporary,
an impairment loss is recorded in earnings and a new basis is established. See Note 3 for additional information.

Loans and Allowance for Loan Losses. Loans that management has the ability and intent to hold for the
foreseeable future are recorded at the amount advanced to the borrower plus certain costs incurred by the
Company to originate the loan, less certain origination fees that are collected from the borrower. The carrying
amount of loans is reduced as principal payments are made. Payments made by the borrower are allocated
between interest income and principal payment based upon the outstanding principal amount and the contractual
rate of interest. The carrying amount is further adjusted to reflect amortization of the origination costs, net of
origination fees. These ilems are amortized over the expected life of the loan using methods that approximate a
constant effective yiceld.

Management periodically evaluates the loan portfolio in order to establish an estimated allowance for loan losses
(Allowance) that are probable as of the respective reporting date. This evaluation includes specific loss estimates
on certain individually reviewed loans where it is probable that the Company will be unable 1o collect all of the
amounts due (principal or interest) according to the contractual terms of the loan agreement (impaired loans),
statistical loss estimates for loan groups or pools that are based on historical loss experience and general loss
estimates that are based upon the size. quality. and concentration characteristics of the various loan portfolios,
adverse situations that may affect a borrower’s ability to repay, and current economic and industry conditions,
among other things. Additions to the Allowance are charged against earnings for the period as a provision for
loan losses (Provision}. Actual loan losses are charged against the Allowance when management believes that the
collection of principal will not occur. Unpaid interest attributable to prior years for loans that are placed on
Non-Accrual Status are also charged against the Allowance. Unpaid interest for the current year for loans that are
placed on Non-Accrual Status are reversed against the interest income previously recognized. Subseguent
recoveries of amounts previousty charged to the Allowance, if any, are credited to the Allowance. See Note 4 for
additional information.

The accrual of interest income is generally discontinued (Non-Accrual Status) when management believes that
collection of principal and/or interest is doubtful. Generally, loans that are not well secured and in the process of
collection are placed in Non-Accrual Status when payment becomes past due for more than 90 days except for
residential real estate loans which are placed on Non-Accrual Status at 120 days past due. Payments received
from the borrower after a loan is placed on Non-Accrual Status are applied to reduce the principal balance of the
loan until such time that collectability of remaining principal and interest is no longer doubtful. Unpaid interest
that has previously been recorded as income is written-off, as described above, when a loan is placed on
Non-Accrual Status. The outstanding loan balance is written-off against the Allowance when management
determings that probability of collection of principal will not occur.
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Bank and Company Owned Life Insurance (COLI). The Company has purchased life insurance coverage for
certain officers. Premiums paid for the policies, net of any charges that would not be recoverable upon surrender
of the policies, are recorded as assets on the Consolidated Balance Sheets. Increases or decreases in cash
surrender value (other than proceeds from death benefits) are recorded as other income. Proceeds from the death
of an insured first reduce the cash surrender value attributable to the individual policy with any additional
proceeds recorded as other income in the period of death.

Premises and Equipment. Premises and equipment including leasehold improvements are stated at cost less
accumulated depreciation and amortization. Capitalized leases are recorded at the present value of minimum
lease payments over the life of the lease (Yimited to the fair value of the property at the inception of the lease) less
accumulated amortization. Depreciation is computed principally on the straight-line method over the estimated
useful life of the assets. Leasehold improvements and capitalized leases are amortized straight-line over the lesser
of their respective lease terms or useful lives. Rent expense for operating leases that include scheduled rent
increases or rent holidays are recognized straight-line over the lease term, including the rent holiday period. Rent
expense for operating leases that do not include scheduled rent increases or rent holidays are recognized in
accordance with their contractual terms. See Note 5 for additional information.

Intangible Assets. Certain intangible assets, such as goodwill, have arisen from the purchase of subsidiaries,
Goodwill represents the excess of the purchase price over the fair value of the identifiable net assets acquired.
Goodwill is not amertized, but must be tested at least annually for impairment. See discussion under Impairment
of Long-Lived Assets later in this note.

Foreclosed Real Estate. Foreclosed real estate comprises real properties acquired in partial or full satisfaction of
loans. These properties are carried as other assets at the lower of cost or fair value less estimated costs to sell the
properties. When the property is acquired through foreclosure, any excess of the related loan balance over the fair
value less expected selling expenses, is charged against the Allowance. Subsequent declines in value or losses
and gains upon sale, if any, are charged or credited to other operating expense.

Mortgage Servicing Rights. The Company recognizes as separate assets the rights to service mortgage loans for
others. Mortgage servicing rights that are retained when mortgage loans are sold are recorded by allocating the
previous carrying amount of the sold loan between the servicing rights retained and the loans that are sold to a
third-party. This allocation is based upon the relative fair values of the mortgage servicing rights and the loans
sold. Because it is retained as an asset, the amount allocated to mortgage servicing rights will have a favorable
impact on the amount of gain or loss that is recognized on the sale of the loans.

The mortgage servicing rights asset is amortized in proportion te the principal amortization of the underlying
loan portfolios that are being serviced. Amortization of the servicing rights asset will reduce the amount of
income that is recorded in the respective period from the servicing of the mortgage loans.

At the close of each reporting period, the Company re-evaluates the fair value of its remaining mortgage
servicing rights assets. The amount that the carrying amount of mortgage servicing rights exceeds the estimate of
fair value is charged against earnings for the period. Rather than direcdy reducing the carrying amount of the
servicing rights asset, a valuation allowance is established for the same amount as the charge against earnings. In
subsequent reporting periods, depending upon current estimates of fair value, the valuation allowance may be
reversed. The reversal is limited to the remaining amount of the valuation allowance and will result in an increase
in earnings.

The periodic re-evaluation of fair value is based upon current estimates of the present value of remaining net
servicing cash flows that incorporate numerous assumptions including the cost of servicing the loans, discount
rates, prepayment rates and default rates. This re-evaluation is performed by stratifying mortgage servicing rights
assets into pools based upon loan type and investor. Valuation allowances are recorded for each defined pool, as
applicable. Valuation allowances required for one pool cannot be offset by the amount that the fair value of other
pools exceed its carrying amount. See Note 7 for additional information.
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Loan Securitization and Sales of Receivables. The Company has sold receivables in securitizations of
automnobile loans, at which time the net carrying amount of the loans were removed from the balance sheet, and
certain retained residual interests were recorded. The retained interests include rights to service the loans that are
sold (the “*Servicing Rights™) and an interest in residual cash flows (the “Interest Only Strip™). The Interest Only
Strip includes the excess of interest collected on the loans over the amount required to be paid to the investors
and the securitization agent (the “Excess Spread™) plus an interest in sales proceeds that are not remitted by the
securitization trust at the time of the initial sale of the loans to the extent it exceeds projected credit losses (the
“Credit Enhancement™ or “Overcollateralization™). The carrying value of the loans removed from the balance
sheet include the unpaid principal balance of the loans, net of an allecable portion of the Allowance for Loan
Losses. minus the portion of the carrying value of the loans that are allocated to the retained residual interests.
These allocations are based upon the relative fair values of the retained residual interests and the loans sold.
Because they are retained assets, the amount allocated and recorded for the residual interests have a favorable
impact on the amount of gain or loss that is recognized on the sale of the loans.

No asset or liability is recorded for Servicing Rights since the projected income from the Servicing Rights
approximates what is considered “adequate compensation” for servicing the loans. Income from servicing is
recognized as earned pursuant to the terms of the servicing agreement and to the extent cash collections from the
borrowers exceed payments to the investors and agent. Cash collections in excess of the Servicing Rights income
that is earned is next applied to the Interest Only Strip. The value allocated to the Interest Only Strip is reduced
and interest income is recorded assuming a constant yield based upon the discount rate used to estimate its fair
value. At the end of the estimated life of the securitization, the carrying valve of the Interest Only Strip that is
attributable to the Excess Spread will be fully amortized. At that time, the carrying value of the Interest Only
Strip that is attributable to the Overcollateralization will have accreted to the amount of the sales proceeds that
were not remitted by the securitization trust at the time of the initial sale of the loans less credit losses and excess
Overcollateralization previously refunded by the securitization trust because it exceeded contractual
requirements. At that time cash is expected to be released by the securitization trust in an amount that equals the
accreted value of the Overcollateralization.

Because the Company’s retained residual interests are subordinated to the interests of securitization investors and
the trust agent, there is risk that the carrying value of the Interest Oniy Strip will not be fully recovered, resulting
in a loss charged to earnings. These include risk the asset will have a shorter life than originally estimated
(prepayment risk), that actual credit losses may exceed expected credit losses (credit risk) and that interest paid to
the securitization trust and investors will be greater than projected (interest rate risk). The Company’s exposure
due to credit and prepayment risks is limited to its interest in the Interest Only Strip. Neither the investors nor the
securitization trust have any other recourse to the Company. Exposure due to interest rate risk could create losses
exceeding the Company's interest in the Excess Spread, but such a possibility is not considered probable as of
December 31, 2006. At the close of each reporting period, the fair values of the Interest Only Strips are
re-evaluated based upon current estimates and assumptions of the net present value of residual future cash flows
net of remaining expected credit losses and anticipated refunds of Qvercollateralization. Changes in fair value are
generally recorded net of tax as a component of OCL. If this re-evaluation results in fair values that are less than
the amortized carrying value of the Interest Only Strip, and if the decline is considered other than temporary, in
accordance with Emerging Issues Task Force (EITF) Issue No. 99-20, “Recognition of Interest Income and
Impairment on Purchased and Retained Interests in Securitized Financial Assets”, the decline is charged against
earnings for the current period. Finally, each reporting pertod, new Interest Only Strip amortization schedules are
developed based upon current estimates, assumptions, adjusted carrying valnes and revised constant yields. See
Note 8 for additional information.

Impairment of Long-Lived Assets. Long-lived assets including goodwill are reviewed for impairment whenever
events or changes in circumstances indicate that the carrying amount of an asset may not be recoverable. An
impairment loss would be recognized by a reduction to the carrying amount of the asset, thus establishing a new
cost basis, with an offsetting charge to expense.
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Goodwill is tested for impairment annually and on an interim basis whenever events or changes in circumstances
indicate that it is more-likely-than-not that goodwill has been impaired. The annual impairment testing is a
two-step process during which each reporting unit is evaluated separately. The reporting units are the same as the
segments listed in Note 18. In the first step, a determination is made whether or not the fair value of the reporting
unit is greater than it's carrying (book) value. If not, in the second step, the fair value of individual assets are
evaluated to determine whether or not market value assigned to goodwill is less than carrying value, in which
case a charge to earnings would be required for the amount of the deficiency. For all segments, the fair value of
the reporting unit has been greater than the carrying value at each annual testing date. As a result, step two has
not been necessary and no impairment loss has been recognized. There have been no events or circumstances that
have occurred that would have reguired an interim evaluation. At December 31, 2006 and 2005. the Company
had $6.) million of goodwill. See Note 2 and Note 6 for additional information.

Trust and Managed Assets. Assets that are held by subsidiaries in a fiduciary or agency capacity are not included
in the consolidated financial statements as they are not assets of the Company. The total assets either
administered or managed by the Company at December 31, 2006 and 2005 were $2.7 billion and $2.6 billion,
respectively.

Derivative Financial Instruments and Hedging Activities. The Company periodically uses certain financial
instruments. called derivatives, to help manage (Hedge) its risk or exposure to changes in interest rates and in
conjunction with its mortgage banking operations. The types of derivatives currently used are interest rate swaps
{“Interest Rate Derivatives™). mortgage loan commitments and forward contracts. Interest Rate Derivatives are
contracts with a third party (the “Counter-party) to exchange interest payment streams based upon an assumed
principal amount (the “Notional Principal Amount’). The Notional Principal Amount is not advanced to/from the
Counter-party. It is used only as a reference point to calculate the exchange of interest payment streams.

The Company has used Interest Rate Derivatives to convert fixed-rate assets and liabilities (*Hedged Items™) to
floating-rate assets or liabilities. This is typically done when a fixed-rate liability has been incurred to fund a
variable-rate loan or investment or when a commercial customer requires a long-term fixed-rate loan. The
Interest Rate Derivative has the effect of matching the interest rate risk on the funding with the interest rate risk
on the loans or investment or of eliminating the long-term interest rate risk, respectively. These types of Hedges
are considered fair value Hedges. Interest rate swaps have also been used by the Company to convert assets and
liabilities with variable-rate cash flows (“hedged Items™) to assets and liabilities with fixed-rate cash flows.
Under this arrangement, the Company receives payments from or makes payments to the Counter-party at a
specified floating-rate index that is applied to the Notional Principal Amount. This periodic receipt or payment
essentially offsets floating-rate interest payments that the Company makes to its depositors or lenders or receives
from its loan customers. In exchange for the receipts from or payments to the Counter-party, the Company makes
payments to or receives a payment from the Counter-party at a specified fixed-rate that is applied to the Notional
Principal Amount. Thus, what was a floating rate obligation or a floating rate asset before entering into the
derivative arrangement is transformed into a fixed rate obligation or asset. These types of Hedges are considered
cash flow Hedges.

All derivatives are recognized at fair value in the Consolidated Balance Sheets. Changes in fair value for
derivatives that are not Hedges as defined by U.S. generally accepted accounting principles are recognized in the
Consolidated Statements of Income (Income Statement) as they arise. If the derivative qualifies for hedge
accounting, depending on the nature of the Hedge, changes in the fair value of the derivative are either offset in
the Income Statement or recorded as a component of other comprehensive income (OCl) in the Consolidated
Statements of Stockholders’ Equity. If the derivative is designated as a fair value Hedge, the changes in the fair
value of the derivative net of the changes in fair value of the Hedged item attributable to the Hedged risk are
recognized in the Income Statement. To the extent that fair value Hedges are highly effective, changes in the fair
value of the derivatives will largely be offset by changes in the fair values of the Hedged items. If the derivative
is designated as a cash flow Hedge, changes in the fair value due to the passage of time (Time Value) are
excluded from the assessment of Hedge effectiveness and therefore flow through the Income Statement for each
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period, The effective portion of the remaining changes in the fair value of the derivative (Intrinsic Value) are
recorded in OCI and are subsequently recognized in the Income Statement when the Hedged item affects
earnings. Ineffective portions of changes in the fair value of cash flow Hedges are recognized in the Income
Statement. Hedge ineffectiveness is caused when the change in expected future cush flows or fair value of a
Hedged item does not exactly offset the change in the future expected cash flows or fair value of the derivative
instrument. and is generally due to differences in the interest rate indices or interest rate reset dates.

Also considered derivatives are 1-4 family residential mortgage loan commitments (the “Commitments’™) and
forward mortgage loun sales {the “Forward Contracts”) to the secondary market (collectively “Mortgage Loan
Derivatives’™) that are reported at fair value on the Consolidated Balance Sheets. Changes in the fair value of the
Mortgage Loan Derivatives are included in other income or expense as they occur.

The method that the Company uses to assess whether or not a Hedge is expected to be highly effective in
achieving offsetting changes in cash flows or fair values of the risk that is being hedged (Prospective
Considerations) and the method that it uses to determine that the Hedge has been highly effective in achieving
those offsets (Retrospective Evaluations} are defined and documented at the inception of each Hedge. Hedges
that are similar in nature are ussessed in a similar manner.

Complete offsets in cash flows or fair values are assumed, and no ineffectiveness is recognized in earnings, for
Hedges that meet “shortcut™ accounting criteria. Shortcut accounting requires, among other things. that all of the
critical terms of the derivative and the Hedged Item are the same. Hedges that qualified for shortcut accounting at
inception of the Hedge are monitored on a quarterly basis to verify that there have been no changes in the
derivative or the Hedged Item that would invalidate this conclusion.

Hedges that do not qualify for “shortcui” accounting require a statistical analysis for the Prospective
Consideration of expected Hedge effectiveness and calculations of actual dollar offsets for the Retrospective
Evaluation of Hedge effectiveness. In those instances where exact offset is not achieved, the difference
{ineffectiveness) is recognized in earnings for the period. These assessments are performed quarterly using the
defined and documented methodology consistently throughout the period of the respective Hedge.

Fees paid or received on derivative financial contracts and gains or losses on sales or terminations of derivative
contracts are amortized over their contractual life as a component of the interest reported on the asset or lability
Hedged. See Note 11 for additional information.

Stock-Based Employee Compensation Plans. The Company has stock-based employee compensation plans,
which are described more fully in Note 13.

Prior to 2006, the Company accounted for these plans under the recognition and measurement principles of
Accounting Principles Board Opinion (APB) No. 25, “Accounting for Stock Issued to Employees”, and related
Interpretations, according to the intrinsic value method for all periods presented. No stock-based employee
compensation cost was reflected in net income because all options granted under those plans had an exercise
price equal to the market value of the underlying common stock on the date of grant. Therefore, the options had
no intrinsic value at the date of grant.

Effective January 1, 2006, the Company adopted the fair value recognition provisions of SFAS 123R, “Share-
Based Payment.” Under this accounting standard, companies are no longer permitted to account for share-based
compensation transactions using the intrinsic value method in accordance with APB Opinion No. 25. Instead,
companies are required to account for such transactions using a fair-value method and recognize the expense in
the Consolidated Statements of Income.

Upon adoption of SFAS No. 123R, the Company adopted the "modified prospective” transition method.
Accordingly, the Company has not restated prior period results to reflect the impact of SFAS No. 123R. Under
this transition method, compensation cost is recognized for all share-based payments granted subsequent to the
effective date and for all awards granted, but not yet vested, prior 1o the effective date.
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Legal and Other Contingencies. The Company recognizes as an expense legal and other contingencies when,
based upon available information, it is probable that a liability has been incurred and the amount or range of
amounts can be reasonably estimated. See Note 15 for additional information.

Income Taxes. Deferred taxes are provided on the asset/liability method whereby net operating losses, tax credit
carryforwards, and deferred tax assets are recognized for deductible temporary differences and deferred tax
liabilities are recognized for taxable temporary differences. Temporary differences are the differences between
the reported amounts of assets and liabilities and their tax bases. Deferred tax assets are reduced by a valuation
allowance when, in the opinion of management, it is more likely than not that some portion or all of the deferred
tax assets will not be realized. Deferred tax assets and liabilities are adjusted for the effects of changes in tax
laws and rates on the date of enactment. See Note 16 for additional information,

Earnings Per Share. Basic earnings per share is based on dividing net income by the weighted average number
of shares of common stock outstanding during the periods. Diluted earnings per share reflects the potential
dilution that could occur if stock options granted pursuant to incentive stock option plans were exercised or
converted into common stock, based on the treasury stock method, and any shares contingently issuable, that then
shared in the earnings of the Company. See Note 17 for additional information.

Segment Information. The Company discloses operating segments based on the “management™ approach. The
management approach designates the internal organization that is used by management for making operating
decisions and assessing performance as the source of the Company’s reportable segments. See Note 18 for
additional information.

Reclassifications. Certain prior year amounts may be reclassified to conform to the current year presentation.

New Accounting Standards

Defined Benefit Pension and Other Postretirement Plans. In September 2006, the Financial Accounting
Standards Board (FASB) issued SFAS No. 158, “Employers’ Accounting for Defined Benefit Pension and Other
Postretirement Plans — an amendment of FASB Statements No. 87, 88, 106, and 132(R)"”. The standard requires
companies to recognize the funded status of benefit plans in its statement of financial position, recognize as a
component of other comprehensive income, net of tax, the gains or losses and prior service costs or credits that
arise during the period but are not recognized as components of net periodic benefit cost, measure defined benefit
plan assets and obligations as of the date of the employer’s fiscal year-end statement of financial position, and
disclose in the notes to financial statements additional information about certain effects on net periodic benefit
cost for the next fiscal year that arise from delayed recognition of the gains or losses, prior service costs or
credits, and transition assets or obligations. This standard was effective as of the end of the fiscal year ending
after December 15, 2006, with the exception of the measurement date of plan assets and obligations, which is
effective for fiscal years beginning after December 15, 2008. The adoption of SFAS No. 158 did not have a
material effect on the Company's Consolidated Financial Statements. The Company already measures its defined
benefit assets and obligations as of the date of its year-end statement of financial position. See Note 14 for
additional information.

Quantifving and Assessing Materiality of Misstatements. In September 2006, the Securities and Exchange
Commission (SEC) issued Staff Accounting Bulletin (SAB) No. 108, which provides guidance on the effects of
the accumulation of prior year misstatements in quantifying current year misstatements and for assessing
materiality. The guidance is intended to eliminate diversity in practice by requiring that materiality for a current
year misstatement be assessed by considering both the cumulative amount (iron curtain) and current year change
{rollover) resulting from the misstatement. The Company’s evatuation of SAB No, 108 resulted in no impact on
the Company’s consolidated financial position or results of operations.

Accounting Changes and Error Corrections. In May 2005, the FASB issued SFAS No. 154, “Accounting
Changes and Error Corrections”, which provides guidance on the accounting for and reporting of accounting
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changes and error corrections. It establishes, unless impracticable, retrospective application as the required
method for reporting a change in accounting principle in the absence of explicit transition requirements specific
to the newly adopted accounting principle. SFAS No. 154 also addresses the reporting of a correction of an error
by restating previously issued financial statements. This Statement is effective, on a prospective basis, for fiscal
years beginning after December 15, 2005. The adoption of SFAS No. 154 on January 1, 2006 did not affect the
Company’s financial position or results of operation.

Stock-Based Compensation. SFAS No. 123R, “Share-Based Payment” was issued in December 2004 and
requircs compensation cost relating to share-based payment transactions be recognized in the Consolidated
Financial Statements for periods beginning after December 13, 2005. Companies are no longer able to account
for share-based compensation transactions using the intrinsic value method in accordance with APB Opinion
No. 25, “Accounting for Stock Issued to Employees”. Instead, companies are required to account for such
transactions using a fair-value method and recognize the expense in the Consolidated Statements of Income.
SFAS No. 123R supersedes APB Opinion No. 25 and revises guidance in SFAS No. 123, “Accounting for Stock-
Based Compensation”. The Company adopted SFAS No., 123R in 2006. See Note 13 of the Notes to the
Consolidated Financial Statements for the impact of adoption, information on the assumptions used to calculate
the fair value of stock-based compensation and other disclosures required by SFAS No. 123R.

In November 2005, the FASB issued FASB Staff Position No. FAS 123R-3 “Transition Election Related to
Accounting for Tax Effects of Share-Based Payment Awards™ that allows for a simplified method to establish the
beginning balance of the additional paid-in capital pool (APIC Pool) related io the tax effects of employee stock-
based compensation, and to determine the subsequent impact on the APIC Pool and Consolidated Statements of
Cash Flows of the tax effects of employee stock-based compensation awards that are outstanding upon adoption
of SFAS 123R. The Company elected to adopt the simplified method.

Other-Than-Temporary Impairment of Securities. In November 2005, the FASB issued FASB Staff Position
{FSP) Nos. FAS 115-1 and FAS 124-1, “The Meaning of Other-Than-Temporary Impatrment and its Application
to Certain Investments,” which applies to reporting periods beginning after December 15, 2005. The FSPs
provide guidance on determining when investments in certain debt and equity securities are considered impaired,
whether that impairment is other-than-temporary, and on measuring such impairment loss. The FSPs also include
accounting considerations subsequent to the recognition of other-than-temporary impairment and requirements
for certain disclosures about unrealized losses that have not been recognized as other-than-temporary
impairments. The adoption of the FSPs on January 1, 2006 did not have a material effect on the Company’s
financial position or results of operation.

NOTE 2 - MERGERS, ACQUISITIONS AND DIVESTITURES

During 2005, the Company transitioned three Vintage equity funds into two mutual funds managed by Federated
Investors, Inc. and sold its subsidiary IMG. The transition of $142 millicn in assets of three Vintage equity funds
to two Federated mutual funds was completed in September 2003, resulting in a pre-tax gain of $1.3 million. On
December 30, 2005, the Company completed the sale of IMG resulting in a $576,000 pre-tax loss, net of
associated costs, and a $3.2 million tax charge. During 2006, finalization of tax calculations on the divestiture of
IMG resulted in a $328,000 income tax benefit. The operating results for IMG have been reclassified and shown
as discontinued operations on the Statements of Income and in the Notes to the Consolidated Financial
Statements for all periods presented. This includes the effect of the sale of IMG, the transition of the Vintage
equity funds and in 2006 an income tax benefit resulting from finalization of prior year tax payments.
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NOTE 3 - SECURITIES

A summary of information for investment securities, categorized by security type, at December 31, 2006, 2005
and 2004 follows, Fair values are based on quoted market prices or are based on quoted prices for similar
financial instruments.

Gross Gross
Amortized Unrealized Unrealized
Cost Gains Losses Fair Value

{in thousands)

December 31, 2006
Securities Available for Sale:
US. Treasury . .. .oooveet it eenns $ 5002 8 — $ (38 % 4964
U.S. Government sponsored enterprises (GSEs) . ....... 51,635 11 (727 50,919
Mortgage-backed securities (1) .. .......... ... ... ... 727,836 471 (17,692) 710,618
State and political subdivisions .. ................... 03,441 548 (629) 93,360
Corporate obligations and other (2} .................. 39,472 536 (36) 39,972
Total Securities Available forSale .. ............ $ 917,380 % 1,566 $(19,122) § 899,833
December 31, 2005
Securities Available for Sale:
US Treasury . . ....oovitii et $ 5008 § — $ N $ 4917
U.S. Government sponsored enterprises (GSEs) ........ 117,161 43 (1,445) 115,759
Mongage-backed securities (1) .. ................... 851,552 788 (20,450) 831,890
State and political subdivisions . .................... 166,051 2,244 (1,114) 167,181
Corporate obligations and other (2}.................. 64,304 56 (723) 63,637
Total Securities Available forSale .............. $1,204,076 $ 3,131 $(23,823) $1,i83,384
December 31, 2004
Securities Available for Sale:
US. Treasury ... ..ooe e eeenn £ 5013 8 — $§ (N s 49%
U.S. Government sponsored enterprises (GSEs) .. ...... 102,520 109 (443) 102,186
Mortgage-backed securities (1) .. ................... 882,347 3,750 (7,313) 878,784
State and political subdivisions . .. .................. 169,658 6,390 (60) 175,988
Corporate obligations and other (2) ... ............... 86,638 764 (106) 87,296
Total Securities Available forSale .............. $1,246,176  $11,013  § (7.939) $1,249.250
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A summary of unrealized loss information for investment securities, categorized by security type, was as follows:

Less Than 12 Months 12 Months or Longer Total

Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses (3) Fair Value Losses

(in thousands)

December 31, 2006
Securities Avaiiable for Sale:
US. Treasury ......ooovviiiinnennn.. $ — 3 — % 4964 5 (38)% 4964 3 (38
U.S. Government sponsored enterprises
(GSES) ... — — 37.826 (727) 37,826 (727
Mortgage-backed securities (1) ... .... ... 29,449 (92) 648,375 (17,600) 677,824 (17,692)
State and political subdivisions .. .. ... ... 19,244 (77) 33,010 (552) 52,254 (629)
Corporate obligations and other (2) ...... 101 — 1,475 (36) 1,576 (36)
Total Unrealized Losses on Securities
Available for Sale .............. $ 48,794 & (169) §725,650 $(18,953) $774,444 $(19,122)

December 31, 2005
Securities Available for Sale:

US. Treasury ............cccvvuinn.. $ — 3 — 5 49178 (9% 4917 F (9D
U.S. Government sponsored enterprises
(GSES) .. ... 37,357 (491) 63,773 954) 101,130  (1,445)
Mortgage-backed securities (1) ........., 362,303 (6,281) 434,655 (14,169) 796,958 (20,450)
State and political subdivisions .. .. ... ... 54,991 (787) 11,218 (327) 66,209 (1,114)
Corporate obligations and other (2) . ..... 11,863 (269) 11,553 (454) 23416 (723)
Total Unrealized Losses on Securities
Available forSale .............. 466,514 $(7,828) $526,116 3(15,995) $992.630 $(23,823)
December 31, 2004
Securities Available for Sale:
US. Treasury ..., $ 499 §$ (7% — & — § 49% § (U7
U.S. Government sponsored enterprises
(GSEs) ... o 81,001 (443) — - 81,001 (443)
Mortgage-backed securities (1) .. ........ 460,881  (4,363) 131,652  (2.950) 592,333 (1.313)
State and political subdivisions . ......... 12,815 60) — — 12,815 (60)
Corporate obligations and other (2) ,..... 11,352 (68) 1,860 (38) 13,212 (106}
Total Unrealized Losses on Securities
Available for Sale .............. $571,045 $(4.951) $133,512 § (2,988) $704,557 $ (7,939)

(1)
(2)

(3)

Includes U.S. Government agencies and U.S. Government sponsored enterprises (GSEs).

At December 31, 2006, includes investments of $4 million, $20 million and $0, respectively, in stock of the
Federal Reserve Bank (FRB), the Federal Home Loan Bank (FHLB) and preferred stock of Freddie Mac
(FHLMC). At December 31, 2005, these amounts were $4 million, $21 million and $0, respectively. At
December 31, 2004, these amounts were $4 million, $24 million and $9 million, respectively. These
investments are recorded at historical cost with income recorded when dividends are declared. A portion of
the FRB and FHLB investments are restricted as to sale because they are held to satisfy membership
requirements.

The Company has the ability to hold, and has no present intent to dispose of, the related securities as of
December 31, 2006. The total $19 million of unrealized losses related to 181 securities. None of the
unrealized losses were individually significant to the total and, except as discussed below, the unrealized
losses were caused by interest rate increases. Of the total, $17.6 million was related to 117 mortgage-backed
securities issued by GSEs with a quality rating of “Aaa”; $727,000 related to six “Aaa” rated GSEs; $38,000
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related to one “Aaa” rated treasury note; and $552,000 related to 56 municipal obligation bonds with quality
ratings from “Al1” to “Aaa”. Corporate obligations and other included one asset-backed bond with an
unrealized loss of $36,000 that had an average life of .98 years and was collateralized by owner occupied
first lien, conforming morigage loans. This bond had a quality rating of “Aaa™ and was sufficiently
collateralized such that credit loss was considered remote. In the event of prepayment, it is expected that the
Company would recover substantially all of its recorded investment.

A summary of realized gain and loss information follows for the years ended December 31:

2006 2005 2004
(in thousands)
Realized Gains . ... ... . e e e $ 1,886 $1,052 %3490
Realized LOSSeS . . ... ittt et e e e e (1,619 (37 (105)

$ 267 § 995 $3.385

The amortized cost and fair value of securities available for sale as of December 31, 2006, by contractual
maturity are shown below. Mortgage-backed security maturities may differ from contractual maturities because
the underlying mortgages may be called or prepaid with or without penalties. Therefore, these securities are not
included in the maturity categories in the following maturity summary.

Available for Sale
Amortized

Cost Fair Value
(in thousands)

Dueinone year 0r 1885 ...t e $ 12,236 $ 12,593
Due after one year through five years ... ... ... ... i i 59,693 59,181
Due after five years throughtenyears ... ... . .. . it e 46,768 46,711
Due after ten years . . ... .. e e 29,053 29,120
Mortgage-backed securities (agency andcorporate) ... ... it 769,639 752,168
Total SECUNIES .+ v vt vttt ittt e e et e et e e e e e e e $917,389 $899,833

At December 31, 2006 and 2005, securities with a fair value of approximatety $585 million and $819 million,
respectively, were pledged to secure public deposits, securities under agreements to repurchase, derivative credit
exposure and for other purposes required by law,

The above schedules include amortized cost of $29.2 million and fair value of $29.7 million in equity
investments at December 31, 2006. The amortized cost and fair value were $47.1 million and $46.9 million,
respectively, at December 31, 2005, and $66.7 million and $67.4 million, respectively, at December 31, 2004.
These are included in the “corporate obligations and other” and the “due after ten years” classifications above.




NOTE 4 - LOANS AND ALLOWANCE FOR LOAN LOSSES

The composition of the loan portfolio at December 31, 2006 and 2005 was as follows:

2006 2005
(in thousands)
Commercial, financial and agricultural . ... ... ... ... .. .. . $ 798,168 & 818,657
Real estate-commercial . .. ... .. e 1,926,813 1,821,868
Real estate-residential . ... ... i e e 493,500 459,823
Real estate-constiruCliOn . . ..ottt e e e e e e e e e e e 420,379 310,006
Installment and CONSUMICT L . ... i it i et e a e e 307,691 311,497
Direct lease financing . ... .. .. . e e — 13
Gross J0aNS . . . e $3,946,551 $3,721,864
Allowance for loan 108585 .. .. .. ittt i e e e (40,913) (40,756)
NEE L OaNS .ot $3.905,638 $3,681,108

Non-performing and past due loan and asset information as of and for the years ended December 31, was as
follows:

2006 2005

(in thousands)

Impaired Loans:

Non-accrual:
Commercial . ... ... ... $ 3327 § 4483
Rl E8IatE . . L e e 14,621 13,083
Total Impaired Loans . ... ..o e 317948 $17.566
Other Non-performing:
Non-accrual loans (1) ... e e 12,100 4,114
Total Non-performing Loans ... ... i $30,048 $21,680
Loans 90 days or more pastdue and stillaccruing . ...... ... .. o ... $ 2315 § 8533
Total Non-performing Loans ... ... o $32,363 $30,213
Foreclosed Assets:
Rl estate .. e e e $ 1,247 § o621
OHReT . e 317 151
Total Foreclosed ASsels ... .ttt it e e $1.564 § 772
Total Non-performing ASSels .. ..o u ettt et et iaa et enae s $33,927 $30,985
Troubled debt restructurings . .. ..o ottt $ 12 3 13

{1} These loans are not considered impaired since they are part of a small balance homogeneous portfolio.

Impaired loan information as of and for the years ended December 31, was as follows:

2006 2005 2004
({in thousands)
Impaired loans without an allowance allocation ........................... § — § — §2787
Impaired loans with an allowance allocation .............................. 17,948 17,566 19409
Allowance provided for impatred loans . .................. ... .. ... .. 6,094 7,210 6,306
Average recorded investment in impaired loans . ........... ... .. L 19,368 22,855 23,382
Interest income recognized from impairedloans . .......................... 482 377 815
Interest income that would have been recorded under normal contract terms . . . .. 2,084 1,446 1,330
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An analysis of the allowance for loan losses for the years ended December 31, follows:

2006 2005 2004
(in thousands)
Balance at beginning of year .......... ... ... .. i $40,756 $40,945 $42,115
Provision charged toexpense .. ...... ... . i i 10,120 15,194 15,530
Loanschargedoff .. ... .. ... (14,524) (17.761) (18,318)
Recoveries on loans previously charged off ........ .. .. ... ... ... ... 4,561 3,092 3,696
Reductions due to sale of loans and other (2) .................. ... ...... — 714y (2,078)
Balance atendof year .. ... ... . i i $40913 $40,756 $ 40,945

(2) 2005 includes estimated loss on unfunded commitments. See Note 15 for additional information.

The BANK has had, and is expected to have in the future, banking transactions with directors, executive officers,
their immediate families and affiliated companies in which they are a principal stockholder (commenly referred
to as related parties). These transactions were made in the ordinary course of business on substantially the sume
terms as comparable transactions with other borrowers.

Related party loan transactions during 2006, 2005 and 2004 were as follows:

2006 2005 2004
(in thousands)
Balance at beginning of year .......... .. ... .. .. $10950 $ 12598 312911
W JOaNS & .ottt e e e e e 16,892 14,237 39,279
Repayments . ... ... . s (14,642) (15,885) (39,592)
Balance atendof year ... .. ... ... ... $ 13,200 $10950 $ 12598
NOTE 5 - PREMISES, EQUIPMENT AND LEASE COMMITMENTS
A summary of premises and equipment at December 31, 2006 and 2005 follows:
2006 2005
(in thousands}
Land ..o e § 26,579 $ 23,006
Buildings and improvements . .. ... ... .. e 78,653 72,826
Furniture and eqUipment . ... ... e e 61,447 58,990
Leasehold improvements . ... ... . . e e 8,239 6,333
CONSITUCHION 1N PIOZIESS . ot vttt e e ittt e e et e n ettt ia it e e 1,356 6,375
Total premises and eqUIPMENT .. ... .. ... . e e $176,274 $167,530
Accumulated deprectation and amorlization . .. ... i i i e (84,713 (82,712
Premises and Equipment, net . ...... ... . . ... $ 91,561 $ 84,818

For financial reporting purposes, the Company utilizes the straight-line depreciation method with salvage values
employed when applicable. The depreciation term assigned to a specific asset will approximate the estimated useful
life of the asset or in the case of leasehold improvements the lesser of the lease term or the estimated useful life.

Certain branch locations, ATM equipment, and office equipment are leased under noncancellable leases. There
were 37 branch location leases, one of which is classified as a capital lease, and 16 other operating leases in
effect at December 31, 2006. The leases expire at various dates through the year 2035, however, most of the
Company's leases contain renewal options for mukti-year periods at fixed or calculable rentals. Some lease rents
periedically adjust for changes in the consumer or other price indices. Most leases are periodically adjusted for
changes in common area maintenance/operating expenses {CAM) or real estate taxes, or require the Company to
pay real estate taxes directly to the taxing authority.
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The long-term borrowings balance on the Consolidated Balance Sheets includes the aforementioned capital lease.
The Company is amortizing the capitalized lease obligation and depreciating the facility over the remaining
noncancellable term of the original lease, which expires or renews in 2021.

In 2005, the Company entered into a sale-leaseback arrangement through which it sold a branch office and leased
back a portion for a period of 15 years. The realized gain on the sale of $110,000 has been deferred and is being
amortized as a reduction of expense over the term of the lease.

The following summary reflects the future minimum lease rental payments required under operating and capital
leases that, as of December 31, 2006, have remaining noncancellable lease terms in excess of one year.

Operating  Capital

Years ending December 31, Leases Lease
(in thousands)

2007 L e e e e e e e e $3881 $ 173
2008 ... et e 3,923 173
200 L e e e e e e e 3,553 173
2000 . e e e e 3,050 172
226 I 2,643 179
Thereafter .. e e 47.899 1.756
Total minimum lease PAYIMENS . .. ... ... ..ttt e i 564949 $ 2,626
Less: Amount representing inteTEst . .. ..ttt ie e et (1,577)
Present value of net minimum lease payments .. ... ... ...ttt $ 1,049

2006 2005 2004
(in thousands)

Rental expense charged to net occupancy €Xpense . ... .........ecuoeeeeunnnnnn.. $1.807 $1,863 S$1,131

The following is an analysis of the leased property under capital leases:

Asset balances at
December 31,

2006 2005
(in thousands)

Branch facilities — buildings and improvements . ............. ... . ... .. i $1,070 $1,070
Less: Accumulated amortization . . ... .. ... . e (303) (250)
Net capitalized 188888 . ... ... i it i e e $ 767 $§ 820

NOTE 6 - GOODWILL AND OTHER INTANGIBLE ASSETS
The Company’s goodwill by segment at December 31, 2006 and 2005 follows:

2006 2005

(in thousands)
Retail BanKing . .. ... i e e $3,572 83,572
Commercial BanKing . . ... e e e e e e 2,381 2381
Investment Management and Trust . ... ... ... e 195 195
Total Goodwill ... ... e $6,148 36,148

There were no changes in the carrying amount of goodwill for the year ended December 31, 2006. There were no
other intangible assets for the years ended December 31, 2006 or 2005.
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The fair value of each reporting unit exceeded its carrying (book) value at the annual evaluation dates, thus, no
impairment loss was recognized in 2006, 2005 or 2004. See Note 7 for information regarding the Company’s
mortgage servicing rights asset.

NOTE 7 - MORTGAGE SERVICING RIGHTS

The vnpaid principal balance of mortgage loans serviced for others, which are not included on the consolidated
balance sheets, was $1.5 billion and $1.4 billion at December 31, 2006 and 20035, respectively. Of this amount,
the Company has recorded originated capitalized mortgage servicing rights (OMSRs} on mortgage loans serviced
balances of $1.4 billion and $1.3 billion as of December 31, 2006 and December 31, 20035, respectively. The
remaining balance of originated loans sold and serviced for others also have servicing rights associated with
them; however, these servicing rights arose prior to the adoption of SFAS No. 122, “Accounting for Mortgage
Servicing Rights an amendment of FASB Statement No. 657, as amended by SFAS Nos, 125 and 140, and
accordingly, have not been capitalized. Amounts collected as servicing agent on loans serviced for third-parties,
and not yet remitted, totaled $14.0 million and $12.1 million at December 31, 2006 and 2003, respectively. These
amounts are included in other liabilities on the Consolidated Balance Sheets,

The carrying value and fair value of OMSRs consisted of the following as of December 31, 2006 and 2005.

2006 2005
(in thousands)
Unamortized cost 0f OM SRS ... i e e e e e $14,287 $13,275
Carrying value of OMSRS . ... e $14,287 $13,275
Fairvalue of OMSRS . .. ... . . i e e s e $17.456 $16,064

The following is a disclosure of the key assumptions used in estimating the fair value of OMSRs.

Estimated fair market value of OMSRs is the present value of the expected future cash flows over the projected life
of the loan. Assumptions used in the present value calculation are based on actual performance of the underlying
servicing along with general market consensus. The expected cash flow is the net amount of all morigage servicing
income and expense items. The expected cash flow is discounted at an interest rate appropriate for the associated
risk given current market conditions. Significant assumptions as of December 31, 2006 and 2005 include:

2006 2005
Prepayment Speed (5 year average) ... ... ... i e 1421% 12.72%
Discount Rate ... ... .. o 10.05%  9.00%
Escrow Float Rate . . ... o e e e 475% 3.75%
Average Servicing Costper Loan ... ... . i i e e $41.00 342,00

The following is an analysis of the OMSR activity and the related valuation allowance for 2006 and 2005. For
the purpose of measuring impairment, loans are stratified and evaluated based on loan type and investor as
determined by materiality and reasonableness.

2006 2005
(in thousands)

Unamortized Cost of OMSRs

Balance at beginning of year . ... ... ... ... e $13,275 $12,531

Additions Of OM SRS ... i e e 3,527 3,891

AMOTZALION . .ottt e ettt e e e e e e e e e (2,515 (3,147)
Balanceatendof year ... ... ... ... . .. . ... i $14,287 $13,275

Valuation Allowance

Balance at beginning Of Year . ... ... . i e $ — & 53

Impairment valuation charged to expense (recorded toincome) ....................... — (53)
Balance atend of vear .. ... ... .. e $ — $ —




The estimated OMSR amortization expense, which is part of the Mortgage Banking Segment, is as follows:

Years ending December 31,

(in thousands)

0 $ 3,180

1011 J 2,639

2000 e e e e e e 2,139

1220 1,709

7L 1,340

3 =T (= £ 3,280
T AR $14.287

The weighted-average amortization period for OMSRs retained during the fourth quarter of 2006 was 12.3 years,

NOTE 8 ~ SALE OF RECEIVABLES

The Company periodically sells certain indirect automobile loans in securitization transactions. Upon sale, the net
carrying amount of the loans is removed from the Consolidated Balance Sheet in exchange for cash and certain
retained residual interests. The retained interests include rights to service the loans that were sold (the “Servicing
Rights™) and an interest in residual cash flows (the “Interest-Only Strip”). The Interest-Only Strip includes the
excess of interest collected on the loans over the amount required to be paid to the investors and the securitization
agent (the “Excess Spread”) plus an interest in sales proceeds that were not remitted by the securitization trust at the
time of the initial sale of the loans to the extent it exceeds projected credit losses (the “Credit Enhancement” or
“Overcollateralization™). There were no sales of indirect automobile loans during 2006 or 2005.

The Company receives monthly servicing fees equal to 0.75% per annum of the outstanding beginning principal
balance of the loans serviced for the month and rights to future cash flows arising after the investors in the
securitization trust have received the returns for which they have contracted. The Company’s retained interests
are subordinate to investors’ interests. The value of the Interest-Only Strip is subject to prepayment risk and
interest rate risk on the Excess Spread and credit risk on the transferred automobile loans on the
Overcollateralization. The Company's risk of loss attributable to prepayment and credit risk is limited to its
interest in the Interest-Only Strip. Neither the investors nor the securization trust have any further recourse to the
Company’s other assets. Interest rate risk could exceed the Company’s interest in the Excess Spread, but such a
possibility is not considered probable as of December 31, 2006.

69




Key economic assumptions used in measuring the retained interests as of December 31, 2006, including the
sensitivity of the current fair value of residual cash flows to immediate 10% and 20% adverse changes in those
assumptions, are as follows:

10% 20%

Adverse Adverse
Actual Change Change

(in thousands)
Prepayment speed assumptions

Prepayment speed .. ... e e 2.32% 2.55% 2.78%
Weighted average life (inmonths) . .............. .. .. .. ... ... ... ... 9.5 94 89
Fair value of retained interests .. ... .. ... . ... i e $4.863  $4.861  $4,877
Change infairvalue ... .. ... . ... . it $ — F @ 8 14
Expected credit loss assumptions
Expected credit losses (loss to liquidation) ........ ... . . iiiiiiiiiinan... 0.41% 0.45% 0.49%
Fair value of retained interests ... ... . it e e $4.863  $4.844 54,825
Change infairvalue .. ... . ... . e $ — $ (19 % (38)
Residual cash flow discount rate assumptions
Residual cash flow discount rate (annual) ... ... .. i e 12.0% 13.2% 14.4%
Fair value of retained interests ... ... .. ... . .. ... $4,863  $4,799 34,737
Changeinfairvalue ... ... ... . .. .. . i $ — $ (64) $(126)
Interest rate assumptions
Weighted average forward rate (annual) ... ... ... ... ...l 4.82% 5.28% 5.74%
Fair value of retained interests ........... ... ... i $4.863 34661  $4,470
Change infair value .. ... .. ... o i e 5 — $(202) % (393)

These sensitivities are hypothetical and should be used with caution. Changes in fair value based on a 10%
variation should not be extrapolated because the relationship of the change in assumption to the change in fair
value may not always be linear. Also, in this table, the effect of a variation in a particular assumption on the fair
value of the retained interests is calculated without changing any other assumption; in reality, changes in one
factor may correlate with changes in another (for example, increases in market interest rates may be concurrent
with lower prepayments and increased credit losses), and may magnify or counteract the sensitivities.

Total cash flows attributable to the indirect automobile loan securitization transactions were inflows of $5.1 and
$12.7 million for 2006 and 2005, respectively. The following table summarizes the various cash flows received
from and paid to the securitization trust; '

Servicing Fees  Other Cash

Collected Flows
. {in thousands)
Cash flows received from trust in 2006 .. .. ... o e $ 695 $ 4,451
Cash flows received from trust in 2005 .. ... ... $1,193 511,510

Other cash flows include, for example, gross cash flows from Interest-Only Strips, net of reductions in such cash
flows for loan defaults, including the release of excess Overcollateralization funds.

The following table presents quantitative information about delinquencies (loans 30 or more days past due plus
non-accruals), net credit losses, and components of securitized indirect automobile loans and other assets
managed together with them. Loan amounts represent the principal amount of the loan only. Retained interests
held for securitized assets are excluded from this table because they are recognized separately.

Total Principal Principal Amount of .
Amount of Loans Delinquent Loans Net Credit

Losses
As of December 31 Year-to-Date
2006 2005 2006 2005 2006 2005
(in thousands)
Heldinportfolio ....... e $241.849 $247.760 $3,733 $3,352 31,254 51,681
Securitized . ... ... . e 55,269 110,747 1,882 3,205 752 2,041
Total e $297,118 $358,507 $5,615 $6,557 $2,006 $3,722




Actual and projected static pool credit losses, as a percentage of indirect automobile loans securitized are 1.75%,
1.79% and 1.80% as of the years ended December 31, 2006, 2007, and 2008, respectively. Static pool losses are
calculated by summing the actual and projected future credit losses and dividing them by the original balance of
each pool of assets. The amounts shown here for each year are a weighted average for all indirect automobile
loan securitizations.

NOTE 9 - SHORT-TERM BORROWINGS
Short-term borrowings consisted of the following at December 31, 2006, 2005 and 2004:

2006 2005 2004
(in thousands)

Securities sold under agreements torepurchase . . ... ... ... .. 0 $ 84366 3410089 3$465,446
Federal Home Loan Bank borrowings .. ........ ... ... cooiiiiin, 7,512 16,711 35,184
Federal funds purchased .. ... ... ... .. .. .. 39,580 50,278 78,990
U.S. Treasury tax and loan note accounts . .......... ..o arnn.. 5,273 10,245 9,535
Commercial paper and other short-term borrowings ............... ... ... 16 2,011 3

Total Short-Term Borrowings . ... ... o i, $136,747 $489,334 3$589,158
Additional details on securities sold under agreements to repurchase are as follows:
Average balance during the year ............ ... . . . i $262,209 $437906 $461,531
Maximum month-end balance during the year ......................... $436,907 3470306 $506,928
Weighted average rate during the year .. .. .. ... o it 4.77% 3.30% 2.16%
Weighted average rate at December 31 ... ... ... .. .. Lol 4.65% 4.27% 2.371%
NOTE 10 - LONG-TERM BORROWINGS
Long-term borrowings consisted of the following at December 31, 2006 and 2005:

2006 2005
{in thousands)

Federal Home Loan Bank borrowings . ... ... ... ... . .. it i, $249741 $127,444
AMCORE Capital Trust Tbormrowings .. ... .. i e 41,238 41,238
Subordinated Debentures . ... ... i 50,000 —
Capitalized lease obligation ... .. ... .. ... . . e 1.033 1,048

Total Long-Tert BOITOWINES .. .. .o\ i ittt et i iinae e eeiaan e $342,012  $169,730

The Company periodically borrows from the Federal Home Loan Bank (FHLB). collateralized by mortgage-
backed securities and eligible one to four family and multi-family real estate loans. The average stated maturity
of these borrowings at December 31, 2006 is 2.1 years, with a weighted average borrowing rate of 4.81%.
Certain fixed-rate FHLB borrowings have prepayment penalties and call or conversion to floating-rate features
associated with them. FHLB borrowings of $1.0 million have call or conversion features, which have the
potential to be exercised by FHLB between 2007 and 2008. Mortgage-related assets with a carrying value of
$521 million were held as collateral for FHLB borrowings at December 31, 2006.

The AMCORE Capital Trust [ (Capital Trust} preferred securities pay cumulative cash distributions
semiannually at an annual rate of 9.35%. The securities are redeemable from March 25, 2007 until March 25,
2017 at a declining rate of 104.675% to 100% of the principal amount. After March 25, 2017, they are
redeemable at par until June 15, 2027 when redemption is mandatory. Prior redemption is permitted under certain
circumstances such as changes in tax or regulatory capital rules. The proceeds of the capital securities were
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invested tn junior subordinated debentures that represents all of the assets of the Capital Trust. The Company
fully and unconditionally guarantees the capital securities through the combined operation of the debentures and
other related documents. The Company’s obligations under the guarantee are unsecured and subordinate to senior
and subordinated indebtedness of the Company. The $41.2 million of Capital Trust borrowings bear interest at a
rate of 9.35% with put features that mirror the capital security call features.

During 2006, the Company issued two fixed/floating rate junior subordinate debentures of $35 million and
$15 million for a total of $50 million. The average stated maturity of these debentures at December 31, 2006 is
14.9 years. with a weighted average interest rate of 6.93%. The initial interest rate is fixed and the earliest call
date is September 15, 2016. After the first call date, successive payments due thereafter bear a weighted average
interest rate equal to three-month LIBOR plus 1.66%. The debt qualifies as Tier 2 Capital for regulatory capital

purpose,

Other long-term borrowings include a capital lease with a net carrying value of $1.0 million on a branch facility
leased by the Company. The Company is amortizing the capitalized lease obligation and depreciating the facility
over the remaining noncancellable term of the original lease, which expires or renews in 2021.

The Company reclassifies borrowings to short term borrowings when the remaining maturity becomes less than
one year. Scheduled reductions of long-term borrowings are as follows:

Total
(in thousands})
P 1 N $144,331
2000 e 79,435
2000 444
L0 I 25,036
12 46
Therealter. . . e 92,720
Total Long-Term Borrowings ... ... ..o $342.012

During 2006, the Company extinguished $74 million of high-cost FHLB debt. An expense of $2.1 million related
to the debt extinguishment was incurred and was primarily a non-cash cost and included the recognition of
unamortized market adjustments associated with previously terminated hedges. The expense is recorded in other
operiting expenses in the consolidated Statements of Income for the year ended December 31, 2006.

NOTE 11 - DERIVATIVE INSTRUMENTS

The Company uses derivatives to manage its risk or exposure to changes in interest rates and in conjunction with
its mortgage banking operations. The derivatives currently used include interest rate swaps and mortgage loan
commitments and forward contracts. Interest rute swaps arc used by the Company to convert fixed-rate assets or
liabilities to floating-rate assets or liabilities (fair value Hedges). The Company has also used interest rate swaps
1o convert assets or liabilities with variable-rate cash flows to assets or liabilities with fixed-rate cash flows (cash
flow Hedges). These are further described in Note 1.

The following derivative related activity is included in other non-interest income or miscellaneous other expenses
in the Consolidated Statements of Income, for the years ended:

2006 2005 2004
(in thousands)

Changes in Value:

Derivatives not gualifying for Hedge accounting ................................. $181 $(486) $—

Ineffective portion of fair value Hedges . ... ... ... ... .. ... ... ... ... ... ..., 17 12 117

Mortgage loan derivatives . ... 29 (132) 45
Total . e $227 $(606) $162




Fair value Hedges on $74 million of FHLB borrowings were terminated in 2006 and 2004, resulting in a loss of
$2.9 million and a gain of $690,000, respectively. These amounts were deferred and classified as long-term debt
with amortization to earnings over the remaining terms of the FHLLB borrowings, in accordance with SFAS 138,
“Accounting for Derivative Instruments and Hedging Activities”. During 2006, the $74 million in borrowings
was extinguished and the unamortized net deferred loss of $2.1 million on the previously terminated hedges was
charged to other operating expense.

NOTE 12 - FAIR VALUE OF FINANCIAL INSTRUMENTS AND OFF-BALANCE SHEET RISK

The fair value amounts have been estimated by the Company using available market information and appropriate
valuation methodologies as discussed below. Considerable judgment was required, however, to interpret market
data to develop the estimates of fair value. Accordingly, the estimates presented below are not necessarily
indicative of the amounts the Company could realize in a current market exchange.

The following table shows the carrying amounts and fair values of financial instruments at December 31, 2006
and 2005 that have liguid markets in which fair value is assumed to be equal to the carrying amount, have readily
available quoted market prices, are based on quoted prices for similar financial instruments or represent quoted
surrender valves:

2006 2005

Carrying Carrying
Amount Fair Value Amount Fair Value

(in thousands)

Cash and cashequivalents . .. .............ccooivnani.n. $146,060 3146060 $ 144,350 § 144,350
Interest earning deposits in banks and fed funds sold . ... .. .. 3,476 3,476 5,713 5713
Loans heldforsale ...... ... ... ... . ... .. it 13,818 13,818 24,138 24,138
Securities availableforsale .. ....... . ... o 899 833 899,833 1,183,384 1,183,384
Mortgage servicingrights ... ... .. .. o i i 14,287 17.456 13,275 16,064
Company owned life insurance .. .................... ... 134,583 134,583 132,472 132,472

The carrying amounts and fair values of accruing loans at December 31, 2006 and 2005 were as follows:

2006 2005
Carrying Carrying
Amount Fair Value Amount Fair Value
(in thousands)
Commercial, financial and agricultural .. .............. $ 793,896 $ 789,234 §$ 813,531 3 798,665
Realestale ... ..t 2,815,490 2,808,048 2,575963 2.574270
Installment and consumer, net . ... ........ ...t 307,117 306,872 310,683 310,794
Direct lease financing ........... ... ... i - — 7 7
Total accruing loans .............ccovvvvueannn. $3,916,503 $3,904,154 $3,700.184 $3,683,736

Fair values of loans were estimated for portfolios with similar characteristics. The fair value of loans was
calculated by discounting contractual and prepayment cash flows using estimated market discount rates, which
reflect the interest rate risk inherent in the loan. The fair value of non-accrual loans was $24.2 million and
$14.5 million in 2006 and 2005, respectively. See Note 4 for additional information.

The carrying value of interest receivable and payable approximates fair vatue due to the relatively short period of
time between accrual and expected realization. At December 31, 2006 and 2005, interest receivable was
$25.9 million and $24.5 million, respectively, and interest payable was $23.8 million and $18.0 million,
respectively.
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The following table shows the carrying amounts and fair values of financial instrument liabilities at
December 31, 2006 and 2005:

2006 2005
Carrying Carrying
Amount Fair Value Amount Fair Value
(in thousands)

Non-interest-bearing deposits ....................... $ 543070 $ 543070 § 524875 $ 524,875
Interest-bearing deposits .. ......... .. ...t 1,875,584 1,875,584 1,948,226 1,948,226
Timedeposits . ....... ... . .. . . 1,927,528 1,919,994 1,740,115 1,727,746
Short-term borrowings ............... ..o i 136,747 136,702 489,334 489477
Long-term borrowings . .. ... ... .. i ., 342,012 349,102 169,730 173,530
Lettersofcredit ...... ... ... .. ... ... ... .. .. ..... 986 1,142 1,212 1,213
Interest rate swap agreements . .............. ... ..... 1,151 1,151 4,062 4,062
Forward sale loan commitments ..................... 50 59 332 332
Mortgage loan commitments . . ...................... (78) (78} (150) (150)
Deferred Compensation . ........... oo iiniuen.. .. 14,623 14,590 14,758 14,723

The fair value of deposits with no stated maturity, such as non-interest-bearing demand deposits, savings, NOW
and money market accounts, is equal to the carrying amount in accordance with SFAS No. 107, “Disclosures
about Fair Value of Financial Instruments”. There is, however, additional value to the deposits of the Company, a
significant portion of which has not been recognized in the consolidated financial statements. This value results
from the cost savings of these core funding sources versus obtaining higher-rate funding in the market. The fair
value of time deposits, short-term borrowings and long term borrowings was determined by discounting
contractual cash flows using offered rates for like instruments with similar remaining maturities.

The fair value of letters of credit is equal to the carrying amount of deferred fees recorded in accordance with
Financial Interpretation No. (FIN) 45, “Guarantor’s Accounting and Disclosure Requirements for Guarantees,
Including Indirect Guarantees of Indebtedness of Others”. See discussion included in Note 15 for additional
information.

The fair value of derivatives, which includes interest rate swap agreements, forward sale loan commitments and
mortgage loan commitments, was estimated based on the amount the Company would pay or would be paid to
terminate the contracts or agreements, using current rates and, when appropriate, the current creditworthiness of
the counter-party. The carrying amounts of certain derivatives shown exclude net accrued interest but include any
unamortized balance of premiums or discounts.

The above fair value estimates were made at a discrete point in time based on relevant market information and
other assumptions abeut the financial instruments. As no active market exists for a significant portion of the
Company’s financial instruments, fair value estimates were based on judgments regarding current economic
conditions, future expected cash flows and loss experience, risk characteristics and other factors. These estimates
are subjective in nature and involve uncertainties and therefore cannot be calculated with precision. There may
be inherent weaknesses in calculation techniques, and changes in the underlying assumptions used, including
discount rates and estimates of future cash flows which could significantly affect the results. In addition, the fair
value estimates are based on existing on and off-balance sheet financial instruments without attempting to assess
the value of anticipated future business and the value of assets and liabilities that are not considered financial
instruments. Significant investments in subsidiaries. specifically the investment management and trust
operations, are not considered financial instruments and the franchise values have not been included in the fair
value estimates. Similarly, premises and equipment and intangible assets have not been considered.

Many of the above financial instruments are also subject to credit risk. Credit risk is the possibility that the
Company will incur a loss due to the other party’s failure to perform under its contractual obligations. The
Company’s exposure to credit loss in the event of non-performance by the other party with regard to
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commitments to extend credit and letters of credit is represented by the contractual amount of those instruments.
The Company uses the same credit policies in making commitments and conditional obligations as it does for
actual extensions of credit. The credit risk involved for commitments to extend credit and in issuing letters of
credit is essentially the sume as that involved in extending loans to customers. The amount of collateral obtained,
if deemed necessary by the Company upon extension of credit, is based on management’s credit evaluation of the
customer. Collateral held varies, but may include accounts receivable, securities, inventory, property and
equipment and income-producing commercial properties. The Company is also exposed to credit risk with
respect to its $135 million investment in Bank and Company owned life insurance. AMCORE manages this risk
by diversifying its holdings among various carriers and by periodic internal credit reviews. All carriers have
“Secure” ratings from A. M. Best that range from a low of “A” (Excellent) to “A++" (Superior).

The interest rate swap contracts involve the exchange of fixed for variable or variable for fixed interest rate
payments and are based on the notional amount of the contract. The contracts are occasionally purchased at a
premium or discount, which is amortized over the lives of the contracts. The only credit risk exposure AMCORE
has is in relation to the counter-parties. All counter-parties, or their parent company, have investment grade credit
ratings and are expected to meet any outstanding interest payment obligations.

A summary of the contract amount of the Company’s exposure to off-balance sheet credit nisk as of
December 31, 2006 and 2003, is as follows:

2006 2005
(in thousands)

Financial instruments whose contract amount represent credit risk only:
Commitments toextend credit . ... e $963,675 $963,507
Letters Of Credil v vttt i et e et e e e e 234,411 203,553

Commitments to extend credit are contractual agreements entered into with customers as long as there is no
violation of any condition established on the contract. Commitments generally have fixed expiration dates or
other termination clauses and may require payment of a fee. Since many of the commitments are expected to
expire without being drawn upon, the total commitment amounts do not necessarily represent future cash
requirements.

Letters of credit arc conditional, but irrevocable, commitments issued by the Company to guarantee the payment
of a customer to a third party. Those guarantees are primarily issued to support public and private borrowing
arrangements. including commercial paper, bond financing and similar transactions.

NOTE 13 - STOCK-BASED COMPENSATION

The Company has several stock-based compensation plans. The Company provides an employee stock purchase
plan and makes awards of stock options, restricted stock and performance share units (PSUs). Effective
January [, 2006, the Company adopted the fair value recognition provisions of SFAS 123R, “Share-Based
Payment ", using the “modified prospective” transition method as permitted by SFAS 123R. Accordingly, the
Company has not restated prior period results to reflect the impact of SFAS 123R. Under this transition method,
compensation cost is recognized for all share-based payments granted subsequent to the effective date and for all
awards granted, but not yet vested, prior to the effective date.

Prior to January 1, 2006, the Company accounted for awards granted under those plans using the recognition and
measurement principles of Accounting Principles Board Opinion (APB) No. 25, “Accounting for Stock Issued to
Employees”. and related interpretations. Stock options were granted at an exercise price equal to the market
value on the date of grant and as a result no expense was recorded. Proforma expense was estimated using a
Black-Scholes valuation model. Restricted stock was recorded at the market value on the date of issuance and
performance share units were revalued each period based upon actual performance and current market value and
recognized over the period during which they were earned.
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The Company’s actual expense related to stock-based compensation for the years ended December 31, 2006,
2005 and 2004 were as follows:

2006 2005 2004
(in thousands)

Compensation expense included in reported operating expenses:

Stock OPLIONS . . oo $2,176 $— § —
Employee stock purchase plan . ....... ... ... . ... . . . ... .. 49 — —
Performance share units ... ... ... 0 593 598 1,098
Restricted stock ... ... . . 159 139 130
Total stock-based compensation eXpense . ..............uvuviurirenenennnnnn. $2,977 $737 $1.828
Income tax bemefits ... ... .. ... $1.112 $277 $ 684

At December 31, 2006, total unrecognized stock-based compensation expense was $5.0 million, net of estimated
forfeitures, which will be recognized over a weighted average amortization period of 2.6 years. Prior to adopting
SFAS 123R, the Company presented tax benefits resulting from the exercise of stock options as operating cash
flows in the Statement of Cash Flows. SFAS 123R requires cash flows resulting from the tax benefits from tax
deductions in excess of the compensation cost recognized (excess tax benefits) to be classified as financing cash
flows. For the twelve months ended December 31, 2006, $792,000 of excess tax benefits have been classified as
an operating cash outflow and financing cash inflow.

The Company estimates the fair value of stock options using a Black-Scholes valuation model. The fair value of
restricted stock, PSUs and employee stock purchase plan grants generally equals their intrinsic value on the date
of grant. The fair value of stock-based grants is amortized to operating expense on a straighi-line basis over the
required vesting period of the grant. Stock option grants made to retirement eligible employees are fully
expensed during the period in which the options are granted.

In anticipation of adoption of SFAS 123R, the Company evaluated the assumptions used in the Black-Scholes
model. As a result, the Company changed its methodology for computing expected volatility and expected term.
Calculation of expected volatility was changed from being based solely on historical volatility to a combination
of both historical volatility and implied volatility derived from an analysis of relevant indices’ volatility trends.
The Company believes that the combination of historical and implied volatility provides a better estimate of
expected stock price volatility and will continue to monitor these and other relevant factors to estimate expected
volatility for future option grants, The Company utilized the “simplified” method for estimating the expected
term of options granted during the period as provided for in Staff Accounting Bulletin 107. The Company has
clected to adopt the alternative transition method provided in the FASB Staff Position No. FAS 123(R)-3 for
calculating the tax effects of stock-based compensation pursuant to SFAS 123(R). The alternative transition
method includes simplified methods to establish the beginning balance of the additional paid-in capital poo!
("APIC pool™} related to the tax effects of employee stock-based compensation, and to determine the subsequent
impact on the APIC pool and consolidated statements of cash flows of the tax effects of employee stock-based
compensation awards.

The Company continues to base the estimate of risk-free rate on the U.S. Treasury yield curve in effect at the
time of grant. Dividend yield is the Company’s annual dividend rate expressed as a percentage of the closing
stock price on grant date. Estimated forfeitures are based on historical employee termination experience. The
estimate of forfeitures is adjusted to the extent that actual forfeitures differ from such estimates. Changes in
estimated forfeitures are recognized in subsequent periods as they occur,
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The fair value of the Company’s employee and director stock options granted are estimated using the Black-
Scholes option-pricing mode! with the following weighted average assumptions.

2006 2008 2004
Expected dividend yield .. .. ... ... . 247% 243% 2.11%
Expected price volatility . ... . ... . 19.08% 27.31% 28.19%
Expected term in YEAIS . .. ... e 6.0 6.4 5.5
Expected risk-free interestrate . ... ... .. 4.77% 4.07% 4.17%
Estimated forfellUre Tale . . ... ..t e e 1.37% 1.95% 1.16%
Estimated average fhir value of options granted .. ............................ $6.14 §703 § 740

Employee Stock Award and Incentive Plans. The 2005 Stock Award and Incentive Plan (SAIP) allows for
awards to key employees of stock options, restricted shares. PSUs and other forms of stock-based awards. The
maximum number of shares to be granted under the plan is 2,125,000. The Company will not reprice any awards
under the SAIP unless such repricing is approved by a majority vote of the Company’s stockholders. Awards
issued pursuant to the SAIP that expire, are forfeited or terminated for any reason shall again be available to
grant,

Srock Options. Non-gualified stock options are issued at an exercise price equal to the fair market value of the
shares on the grant dute and generally vest within three to five years and expire from seven to ten years from the
date of grant. Options issued are valued using the Black-Scholes model with assumptions as previously
described. The following table presents certain information with respect to stock options granted 1o key
employees pursuant to current and previous incentive plans.

2006 2005 2004
Weighted Weighted Weighted
Average Average Average
Shares  Exercise Price  Shares  Exercise Price  Shares  Exercise Price

Options outstunding at beginning of

FEAL & it e e 1,815,566  $24.43 1,694,890 $23.25 2,026,065 $22.14
Options granted ... .. ............... 479.033 30,07 399,900 27.01 256.050 28.10
Optionreloads . .................... 8,054 30.31 21,215 31.34 34,306 29.48
Optionsexercised .................. (269,311)  22.36 (241,356} 20.87 (554.267y 2169
Options cancelled .................. (16,137 3096 (12.956) 31.26 (23,287  26.55
Options forfeited ................... (63.011) 28.42 460,127y 2777 43977y 22.97
Options outstanding at end of year .. ... 1,954,194  $2594 1,815,566 32443 1,694,890  $23.25
Options exercisable at end of year .. ... 1,103,975 $23.86 1,129,108 $2297 1,054,390 $22.10

Weighted avernge remaining contractual life of outstanding and exercisable shares at December 31. 2006 was 5.1
years and 3.1 years, respectively. The aggregate intrinsic value of the outstanding and exercisable shares at year
end was $13.9 million and $10.1 million, respectively.

Performance Share Units (PSUs). The Company grants PSUs pursuant to the terms and conditions of the SAIP
under various sub-plans as provided for in Section 8(e) of the SAIP. The sub-plans establish performance periods
that are generally one to three-year periods during which PSUs may be earned. Specific performance goals and
target PSUs granted are approved by the Compensation Committee of the AMCORE Finuncial. Inc. Board of
Directors. The number of PSUs earmned can range from 0% to 200% of the target PSUs granted. Each PSU
represents the right (o receive a share of the Company’s common stock at the end ot the performance period,
some of which may be issued as restricted shares. One sub-plan allows for PSUs to be converted to common
shares and issued at the end of the three-year performance. Two additional sub-plans allow for PSUs to be
converted to restricted common shares after the performance period and vest over five years.
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Compensation expense is calculated based upon the expected number of PSUs earned during the performance
period and is recorded over the service period. The fair value is calculated equal to market value on the date of
grant less the present value of dividends that are not earned during the performance period. As of December 31,
2006, 119,511 PSUs were expected to be earned and the weighted average grant date fair value per PSU was
$28.38. Expense is adjusted for forfeitures as they occur.

Weighted Weighted

Average Average
Performance  Fair Value Remaining
Share Units Per Unit Vesting Term

Units outstanding at beginning of year . .......... ... .. .. . il 63,146 $30.72
Unitsestimated tobe granted ....... ... ... ... ... . L 76,115 27.65
Unitsforfetted .. ... .. (10,710) 29.86
Adjustment to estimated Srants . . ... ... e {9,040} 28.66
Units outstanding atend of year ........... ... ... ... ... . L. 19511 $28.38 3.7 years

Restricted Stock Awards. The Company granted restricted stock awards to certain key employees in 2000, The
shares are restricted as to transfer, but are not restricted as to dividend payment and voting rights. Transfer
restrictions lapse at the end of nine years contingent upen continued employment. Restricted stock grants are
valued at market value on the date of grant and are expensed over the service period. As of December 31, 2006.
non-vested shares totaled 8,976 with a weighted average fair value of $22.84 per share. During 2006, no awards
were granted, 1,095 restricted shares were forfeited and returned to treasury, and no restrictions were released.

Directors’ Stock Plans. The Restricted Stock Plan for Non-Employee Directors provides that each current
eligible non-employee director and each subsequently elected non-employee director receive, in lieu of a cash
retainer, shares of common stock of the Company, the value of which is equal to three times the annual retainer.
Restricted stock grants are valued at market value on the date of grant and are expensed over the required service
pericd. The shares vest annually over a three-year period based upon the anniversary date of the election and
continued service as a director. As of December 31, 2006, restricted shares totaled 15,084 with a weighted
average fair value of $27.84 per share. Restrictions were released on 5,506 shares during the year.

The 2001 Stock Option Plan for Non-Employee Directors provides that each current eligible non-employee
director and each subsequently elected non-employee director receive options to purchase common stock of the
Company. Options granted have an exercise price equal to the market value on the date of grant and generally
vest within one to four years and expire in seven to ten years from the date of grant. Stock options granted
pursuant to this plan are valued using a Black-Scholes model with assumptions as previously described. The
following table presents certain information with respect to stock options issued pursuant to the Director Plan and
previous stock option plans.

2006 2005 2004
Weighted Weighted Weighted
Average Average Average
Exercise Exercisc Exercise
Shares Price Shares Price Shares Price
Options cutstanding at beginning of year ............. 101,000  $22.90 96,500  $21.67 120,000  $20.79
Options granted . ...t 20,000 2945 20,000 25.88 — —
Optionsexercised . ....... .. ... . . . i i (3.750) 13.33 (15,500 19.08 (22.006) 16.69
Optionsforfeited . .............. ... .............. — — — — (1.500) 24.04
Options cutstanding atend of year .................. 117,250  $24.33 101,000 $22.90 96,500  $21.67
Options exercisable atend of year ................... 97,250  §23.27 81,000  $22.17 83,000 $21.29

Weighted average remaining contractual life of outstanding and exercisable shares at December 31, 2006 was
4.6 years and 3.7 years, respectively. The aggregate intrinsic value of the outstanding and exercisable shares at
year end was $1.0 million and $949.000, respectively.
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Non-vested options and exercise proceeds. A summary of the Company’s non-vested employee and director
stock options as of December 31, 2006 is presented below.

Employee options Director options
Average Average

Shares Price Shares Price
Non-vested options at beginning of year .............. .. ... ... ... 686,458 $26.84 20,000 3$25.88
Options granted . ... ... e 487,087 3007 20,000 2945

Options forfeited ........ ... ... .. . (63,011) 28.42 — —
Optionsvested .. ... ... e (260,315) 26.56 (20,000) 25.88
Non-vested options atend of year . ............ .. .coviieioiaan. 850,219 $28.65 20,000 $29.45

2006 2005 2004

Fair value of stock options vested during year (000°s) ................... $ 2013 § 2500 § 2,693
Per option fair value of stock options vested during year ................. $ 718 $ 730 3 720
Number of shares exercised during year ...........covvii i .. 273,061 256,856 576,267
Intrinsic value of options exercised during year (000°s) . ................. $ 2248 § 2517 § 4132

During 2006, the Company received cash or stock equivalent to the exercise price of $6.1 million and a tax benefit
of $845,000 was recognized. The Company repurchases shares in open market and private transactions in
accordance with Exchange Act Rule 10b-18 to replenish treasury stock for issuances related to stock option
exercises and other employee benefit plans.

Employee Stock Purchase Plan. The AMCORE Stock Option Advantage Plan permits eligible employees to
purchase from the Company shares of its common stock. The Company intends that the plan be an “employee
stock purchase plan™ (ESPP) within the meaning of Section 423 of the Internal Revenue Code of 1986. Reserved
for issuance under the ESPP is a total of 600,000 shares of unissued common stock. The exercise or purchase
price is 85% of the lower of the closing price of the Company’s common stock on the Nasdaq National Market
on the first or last day of each offering period.

Shares issued pursuant to the ESPP are prohibited from sale by a participant for two years after the date of
purchase. Dividends earned are credited to a participant’s account and used to purchase shares from the
Company’s treasury stock at the same discounted price on the next purchase date. The Company has the option to
purchase all, or any portion of, the shares owned by such participant that, at the time of termination of
employment, are subject to the restriction on transfer. The 15% discount is recorded as compensation expense
and is amortized on a straight-line basis over the two-year service period. As of December 31, 2006, $99,000
remains unrecognized related to shares issued during 2006.
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Prior Period Proforma Presentation. Prior to January 1, 2006 the Company accounted for stock-based
compensation plans pursuant to APB 25. The following table sets forth proforma information as if compensation
expense had been determined consistent with the requirements of SFAS 123.

Years Ended December 31,
2005 2004
(000’5, except per share data)
Net Income:
Income from continuing Operations .. ............c.c.eeirrrrnniiin $47,987 $46,031
Deduct: Total stock-based employee compensation expense determined under fair
value based method for all awards, net of related tax effect ................. (2,143) (1.914)
Proforma . .o $45,844 $44,117
Diluted Shares:
Asteported ... e e 25,087 25,251
Deduct: Shares due to average unrecognized compensation cost related to future
BEIVICES & vt vttt et e e e e e e e e e (68) (82)
Proforma ... .. .. . 25,019 25,169
Basic Eamings per share from continuing operations
Asreported ... $ 193 $ 1.84
Proforma . ... 1.85 177
Diluted Earnings per share from continuing operations
Asreported ... $ 191 $ 182
Proforma . .. 1.83 1.75

NOTE 14 - BENEFIT PLANS
Retirement Plans

All eligible employees of the Company participate in the AMCORE Financial Security Plan (Security Plan), a
qualified defined contribution plan under Sections 401(a) and 401(k) of the Internal Revenue Code. The Security
Plan provides participants basic retirement contributions that are funded by the Company as well as an
opportunity to make employee contributions that are eligible to receive matching Company contributions up to
certain levels. The expense related to the Security Plan for the years ended December 31, 2006, 2005 and 2004
was $3.9 million, $3.9 miltion and $3.6 million, respectively. The Company also has a non-qualified profit
sharing plan that provides a cash payment based upon achievement of corporate performance goals, to all
employees who have met service requirements. The expense related to the profit sharing plan for the years ended
December 31, 2006, 2005 and 2004 was $686,000, $973,000 and $1.4 million, respectively.

The Company provides additional retirement benefits to certain senior officers through plans that are non-gualified,
non-contributory and unfunded. Under one such arrangement, a defined contribution plan, the additional retirement
benefits replace what would have been provided under the Company’s defined contribution qualified plan in the
absence of limits placed on qualified plan benefits by the Internal Revenue Code of 1986. The expense related to
this arrangement was $102,000, $227,000 and $306,000 for 2006, 2005 and 2004, respectively.

Another arrangement, which is an unfunded, non-qualified, defined benefit plan, provides supplemental
retirement benefits that are based upon three percent of final base salary, times the number of years of service,
Benefits under this plan may not exceed 70% or be less than 45% of a participant’s final base salary less offsets
for employer retirement plan benefits attributable to employer contributions and 50% of a participants Social
Security benefit. Since the plan is unfunded, there are no plan assets. The measurement date for obligations of
this plan is as of December 31. The projected benefit obligation was $3.2 million and $1.8 million, respectively
at December 31, 2006 and 2005. The periodic benefit costs for the years ending December 31, 2006, 2005 and
2004 were $1.5 million, $289,000 and $177,000, respectively,
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The Company has a discontinued defined benefit plan that pays a lifetime annual retainer to certain retired
non-employee directors that became eligible for the plan before it was discontinued. The plan is non-qualified
and unfunded. The measurement date for obligations of this plan is as of December 31. The projected benefit
obligation was $398,000 and $328,000, respectively at December 31, 2006 and 2005. The periodic benefit costs
for the years ending December 31, 2006, 2005 and 2004 were $178,000, $55,000 and $75,000, respectively.

The following tables summarize, in aggregate for the two defined benefit retirement plans, the changes in
obligations, net periodic benefit costs and other information for the years ended December 31.

2006 2005
(in thousands}
Change in benefit obligation:

Projected benefit obligation at beginning of year ...... ... ... . ... ..ol $2,335 $2,001
S ETVICE COSt . . o ottt et e e e e e e e e 34 16
TS oy o o A 134 i1l
ATl LO8SES L e e e e s 1,267 401
Benefits paid . ... ... e e 201 (%)
Projected benefit obligationatendofyear . ...... ... ... ... ... ... ... $3.569 $2,335
Plan ASSEIS o e e e — —
Funded Status ... . e e e e $3,569 $2,335
Unrecognized transition obligation ... .. ... .. L e 122 164
Unrecognized net actuarial loss . ... .. . i — 249
Liability recorded in Consolidated Balance Sheets ................................. $3,447 $1,922
Amounts recorded in Other Comprehensive Income;:
Transition ObHEAION . . ..ottt i e e v et e et $ 76 N/A
Actuarial Loss . . .o e e — N/A
Amounts recorded in Other Comprehensive Income ... ........ ... ... $ 76 N/A

2006 2005 2004

Components of net periodic benefit cost:

SEIVICE COBL ..ottt et e e e e e e $ 34 % 16 § 15
IMrest COSt ..ot 134 i 120
Transition obligation amortization .. ......... ittt inen e acacnanannn 42 42 42
Actuarial Jo88es . .. ... e 1,515 174 76
Net periodic COSL. .. ...ttt e $1,725 $343 §253
Weighted-average assumptions:
Discountrate atend of year ... . ... ... . . 5.75% 5.75% 5.15%
Rate of compensation increase —employeeplan ............ ... .. ... .o 4.00% 3.00% 3.00%
Rate of compensation increase —directorplan . ......... .. .. ... . ol 0% 0% 0%

Estimated benefit payments (in thousands):

72 $ 192
2008 e e e 192
20000 L e e 185
2000 e 296
20l L e e s 391
2012200 . o e e 1,859

Contributions of $201,000 and $194,000 were made during 2006 and 2005, respectively, to fund benefit
payments. The plans have no assets at December 31, 2006 or 2005.

Prior to the adoption of SFAS No. 158, the Company’s practice was to recognize its entire pension liabilities,
measured by the accumulated benefit obligation, and not defer any actuarial gains or losses or prior service costs.
Transition obligations were not recognized. The impact of the adoption of SFAS No. 158 was to a change in the
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recognition measurement from accumulated benefit obligation to projected benefit obligation and recording the
unamortized transition obligation on the Consolidated Balance Sheet. The impact on individual line items in the
December 31, 2006 Consolidated Balance Sheet are illustrated in the following table.

Before After
SFAS No. 158 Adjustments SFAS No. 158

(in thousands)

Incremental Impact of Applying SFAS No. 158

Deferred tax asset (Otherassets) ........coo it $ 16916 $ 107 $ 17,023
Total ASSEtS . .ttt 5,292,276 107 5,292,383
Liability for pension benefits (Other liabilities} ................... 3,290 279 3,569
Total Liabilities . ... ... . 4,892,058 279 4,892 337
Accumulated other comprehensive loss .. ... ... ... ... ... (10,893) (76) (10,969)
Retainedearnings . ........ .. . i 464,412 {96) 464,316
Total Stockholder’ Equity ........ .. .. .. i i 400,218 (172) 400,046
Total Liabilities and Stockholder” Equity ........................ 5,282,276 107 5,282,383

Other Benefit Plans

The AMCORE Financial, Inc. Employee Health Benefit Plan (Health Plan) provides group medical, pharmacy,
dental and vision benefits to eligible participating employees of the Company and their dependents. Employees,
retirees, and COBRA beneficiaries contribute specific premium amounts determined annually by the Health
Plan’s administrator based upon actuarial recommendations for coverage. Retirees and COBRA beneficiaries
contribute 100% of their premiums. The Company’s share of the employee premiums and other Health Plan costs
are expensed as incurred. Expense related to the Health Plan was $5.3 million, $5.0 million and $5.2 million for
2006, 2005 and 2004, respectively. Life insurance benefits are provided to eligible active employees. Because
retiree premiums are actuarially based and are paid 100% by the retiree, the Company has not recorded a
postretirement liability,

The Company provides a deferred compensation plan (entitled “AMCORE Financial, Inc. Deferred
Compensation Plan™) for certain key employees and directors, This plan provides the opportunity to defer salary,
bonuses and non-employee director fees. Participants may defer up to 90% of base compensation and up to 100%
of bonus. The deferred compensation liability to participants is recorded in other liabilities in the Consolidated
Balance Sheets. The deferrals and earnings grow tax deferred until withdrawn from the plan. The amount and
method of payment are pre-defined by participants each year of deferral. Earnings credited to individual accounts
are recorded as compensation expense when earned. The total non-qualified deferred compensation plan liability
totaled $14.6 million and $14.8 million at December 31, 2006 and 2005, respectively. Expense related to the
deferred compensation plan was $992,000, $801,000 and $806,000 for 2006, 2005 and 2004, respectively.

NOTE 15 - CONTINGENCIES, GUARANTEES AND REGULATORY MATTERS
Contingencies:

Management believes that no litigation is threatened or pending in which the Company faces potential loss or
exposure which will materially affect the Company’s consolidated financial position or consolidated results of
operations. Since the Company’s subsidiaries act as depositories of funds, trustee and escrow agents, they
occasionally are named as defendants in lawsuits involving claims to the ownership of funds in particular
accounts. This and other litigation is incidental to the Company’s business.

Guarantees:

The Bank, as a provider of financial services, routinely enters into commitments to extend credit to its customers,
including a variety of letters of credit. Letters of credit are a conditional but generally irrevocable form of
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guarantee on the part of the Bank to make payments to a third party obligee, upon the default of payment or
performance by the Bank customer or upon consummation of the underlying transaction as intended. Letters of
credit are typically issued for a period of one year to five years, but can be extended depending on the Bank
customer’s needs. As of December 31, 2006, the maximum remaining term for any outstanding letter of credit
expires on December 15, 2011.

A fee is normally charged 1o compensate the Bank for the value of the letter of credit that is issued at the request of
the Bank customer. The fees are deferred and recognized as income over the term of the guarantee. As of
December 31, 2006, the carrying value of these deferrals was a deferred credit of $1,007.000. This amount included
a $149.000 guarantee liability for letters of credit recorded in accordance with FIN 45, “Guaranter’s Accounting and
Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others”. The remaining
$858,000 represented deferred fees charged for letters of credit exempted from the scope of FIN 45.

At December 31, 2006, the contractual amount of all letters of credit, including those exempted from FIN 45,
was $234 4 million. These represent the maximum potential amount of future payments that the Company would
be obligated to pay under the guarantees.

The issuance of a letter of credit is generally backed by collateral. The collateral can take various forms
including, but not limited to, bank accounts, investments, fixed assets, inventory, accounts receivable and real
estate. At the time that the letters of credit are issued, the value of the collateral is usually in an amount that is
considered sufficient to cover the contractual amount of the letter of credit.

In addition to the guarantee liability and deferred fees described above, the Company has recorded a contingent
liability for estimated probable losses on unfunded loan commitments and letters of credit outstanding. This
liability was $1.1 million and $732,000 as of December 31, 2006, and 2003, respectively.

Regulatory Matters:

On May 31, 2005, the Bank entered into a written agreement with the OCC. The agreement describes
commitments made by the Bank and outlines a series of steps to address and strengthen the Bank’s regulatory
consumer compliance program. The Bank has continued to implement enhancements to its consumer compliance
program to address the matters identified by the OCC. These enhancements are subject to review by the QCC to
determine if they comply with the commitments made in the agreement or whether additional steps are
necessary.

On August 10, 2006, the Bank entered into a Consent Order with the OCC. This order primarily imposes
requirements on the Bank to take certain actions to strengthen its compliance monitoring policies, procedures,
training and overall program relating to the Bank Secrecy Act/Anti-Money Laundering (BSA/AML) regulations.
The Consent Order did not impose any fine or civil money penalty on the Bank, but does make the Bank
ineligible for certain expedited approvals. AMCORE has been working to strengthen and enhance its BSA/AML
program to comply with the terms of the consent order. The BSA/AML program enhancements are subject to
review by the OCC to determine if they comply with the commitments made in the agreement or whether
additional steps are necessary.
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NOTE 16 - INCOME TAXES
The components of income tax expense were as follows:

Years ended December 31,
2006 2005 2004
({in thousands)

Currently paid or payable:

Federal ... .. . $18,134  $20,050 $16,038
0] 11 Y 147 450 1,148
518,281 $20,500 $17,186
Deferred:
Federal ... .. $ 591) $ 2298 % 1421
alE L e (34) 456 (269)
$ (625) $ 2,754 § 1,152
Total Income Tux Expense .. .. ... ... o i .. $17.656 $23.254 §£18.338
Income tax expense is included in the financial statements as follows:
Continuing Operations ... .. ... ..ottt $18,035 $19,501 $18,632
Discontinued operations . .. ... ... . (379) 3,753 (294)
Total Income Tax Expense .. ... ... . i $17.656 $23,254 §18,338

Income tax expense from continuing operations was less than the amounts computed by applying the federal
statutory rate of 35% due to the following:

Years ended December 31,

2006 2005 2004
(in thousands)
Income tax on income from continuing operations at statutory rate ............ $22,772  $23.621 $22.632
(Decrease) increase resulting from:
Tax-eXenpt iNCOME . . .. ... i e i i et e i e (2.282) (2,747 (2,553
Company owned life insurance . ... ... ... ... ... . . e (2,762) (1,895 (2,009
State income taxes, net of federal benefit .......... ... ... ... ... ..., L15 278 646
Non-deductible expenses, net ... ... ... ot i i et e 439 420 433
Other, MeL . e e e (247) (176) (517)
Total Income Taxes on Continuing Operations .................... $18,035 5$19.501 318,632
Effective Tax Rate for Continuing Operations ............................ 277%  289%  28.8%

The tax effects of existing temporary differences that give rise to significant portions of the deferred tax assets
and deferred tax liabilities are as follows:

At December 31,
2006 2005
(in thousands)

Deferred tax assets:

Deferred compensation . ... ... ... . . e e % 8,276 $ 6,309
Allowance for loan 10S8es . ... i e e e 15,737 15,667
e . e 1,542 1,905
Gross deferred tax @SSEIS . . ..o vttt et e e e e $25,555 $23,881
Less: Valuation allowance .. ... . e e (845) (434)
Total deferred tax 85588 . ... ottt e e $24710 $23.447




At December 31,
2006 2005
(in thousands)

Deferred tax liabilities:

Premises and equIpment . ...... .. .o i e $ 3947 § 4,096

Mortgage servicing rights ... ... ... . 5,429 5,045

Deferred loan fees . .. ... e e 2,856 2,326

T .. 2,162 2,289

Total deferred tax liabilities . ....... ... ... . . .. $14,394 $13,756

Net Deferred Tax ASSel . . .. oo ot e e e e $10,316 $ 9,691

Tax effect of net unrealized loss on securities available for sale reflected in

stockholders™ equity ... ... 6,707 7,865
Net Deferred Tax Asset Including Net Unrealized Loss on Securities Available

for Sale ... $17,023 $17.556

Net operating loss carryforwards for state income tax purposes were approximately $15.97 million at December
31, 2006. The associated deferred asset is $1,299.000 ($845,000 net of federal). The carryforwards expire
beginning December 31, 2019 through December 31, 2021. A valuation allowance of $845,000 and $434,000
was established at December 31, 2006 and 2005 against the deferred tax asset, due to the uncertainty surrounding
the utilization of state net operating loss carryforwards. The increase in the valuation allowance is attributable to
loss carryforwards originating in 2006.

Realization of the deferred tax asset over time is dependent upon the existence of taxabie income in carryback
periods or the Company generating sufficient taxable earnings in future periods. In determining that realization of
the deferred tax asset was more likely than not, the Company gave consideration to a number of factors including
its taxable income during carryback periods, its recent earnings history, its expectations for earnings in the future,
and, where applicable, the expiration dates associated with tax carryforwards.

Retained earnings at December 31, 2006 includes $3.18 million for which no provision for income tax has been
made. This amount represents allocations of income to former thrift bad debt deductions for tax purposes only.
This amount will only be taxable upon the occurrence of certain events. At this time, management does not
foresee the occurrence of any of these events.

Tax benefits of $0.95 million, $1.57 million and $1.60 million have been credited directly to paid in capital, with
a corresponding decrease in the liability for current income taxes payable, for stock related incentives during the
years ended December 31, 2006, 2005 and 2004, respectively.

NOTE 17 - EARNINGS PER SHARE
Earnings per share (EPS) calculations are as follows:

For the years ended December 31,
2006 2005 2004
(in thousands, except per share data)

Numerator
Net income from continuing operations . ..............c.oooeooan... $47,027 $47987 $46.031
Income (loss) from discontinued operations, netof tax ................ 248 (3,046) (335)
Nt ICOMIE . . ottt e e ettt ee e ettt $47.275 $44.941 $45,696
Denominator
Average number of shares outstanding —basic ........ .. ... .. .. ... 24.466 24,814 24,955
Plus: Diluted potential common shares . ........... ... ... ..o on... 52 230 255
Contingently issuable shares ............. .. . ... .. ... ... ... 44 43 41
Average number of shares outstanding —diluted .......... ... ... ... ... .. 24,562 25,087 25,251




For the years ended December 31,
2006 2005 2004
{in thousands, except per share data)

Earnings per share from continuing operations

Basic ... e e e $1.92 $1.93 $1.84

Diluted . . ... e $1.91 $1.91 $1.82
Earnings (loss) per share from discontinued operations

Basie o $0.01 ($0.12)  (%0.01)

Diluted .. ... $0.01 ($0.12)  (80.01)
Earnings per share

Basic .. e e $1.93 $1.81 $1.83

Diluted . . ... e $1.92 $1.79 $1.81

As prescribed by SFAS No. 128, “Eamings Per Share”, basic EPS is computed by dividing income available to
common stockholders (numerator) by the weighted-average number of common shares outstanding
{(denominator) during the period. Shares issued during the period and shares reacquired during the period are
weighted for the portion of the period that they were outstanding.

The computation of diluted EPS is similar to the computation of basic EPS except that the denominator is increased
to inciude the number of additional common shares that would have been outstanding if the dilutive potential
common shares had been issued and to include shares contingently issuable pursuant to employee incentive plans.
Securities (e.g. options) that do not have a current right to participate fully in earnings but that may do so in the
future by virtue of their option rights are potentially dilutive shares. The dilutive shares are calculated based on the
treasury stock method meaning that, for the purposes of this calculation, all outstanding options are assumed to have
been exercised during the period and the resulting proceeds used to repurchase Company stock at the average
market price during the period. The assumed proceeds shall also include the amount of compensation cost attributed
to future services and not yet recognized in accordance with SFAS No. 123R. In computing diluted EPS, only
potential common shares that are dilutive — those that reduce earnings per share or increase loss per share — are
included. Exercise of options is not assumed if the result would be antidilutive.

NOTE 18 - SEGMENT INFORMATION

AMCORE’s internal reporting and planning process focuses on its four primary lines of business (Segment(s)):
Commercial Banking, Retail Banking, Investment Management and Trust, and Mortgage Banking. The financial
information presented was derived from the Company’s internal profitability reporting system that is used by
management to monitor and manage the financial performance of the Company. This information is based on
internal management accounting policies which have been developed to reflect the underlying economics of the
Segments and, to the extent practicable, to portray each Segment as if it operated on a stand-alone basis. Thus,
each Segment, in addition to its direct revenues, expenses, assets and liabilities, includes an allocation of shared
support function expenses. The Commercial, Retail and Mortgage Banking Segments also include fund transfer
adjustments to appropriately reflect the cost of funds on loans made and funding credits on deposits generated.
Apart from these adjustments, the accounting policies used are similar to those described in Note 1.

Since there are no comprehensive authorities for management accounting equivalent to U.S. generally accepted
accounting principles, the information presented is not necessarily comparable with similar information from
other financial institutions. In addition, methodologies used to measure, assign and allocate certain items may
change from time-to-time to reflect, among other things, accounting estimate refinements, changes in risk
profiles, changes in customers or product lines, and changes in management structure.

Total Segment results differ from consolidated results primarily due to inter-segment eliminations, certain
corporate administration costs, items not otherwise allocated in the management accounting process and treasury

and investment activities. The impact of these items is aggregated to reconcile the amounts presented for the
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Segments to the consolidaled results and is included in the “Other” column. On December 30, 2005, the
Company completed the sale of Investors Management Group, Lid. (IMG). The results of IMG for the current
and prior periods have been presented in discontinued operations.

The Commercial Banking Segment provides commercial banking services including lending, business checking
and deposits, treasury management and other traditional as well as electronic commerce commercial banking
services to middle market and small business customers through the Bank’s full-service and limited branch office
(LBO) locations. The Retail Banking Segment provides retail banking services including direct and indirect
lending, checking, savings, money market and certificate of deposit (CD) accounts, safe deposit rental,
automated teller machines and other traditional and electronic-cormmerce retail banking scrvices to individual
customers through the Bank's branch locations. The Investment Management and Trust segment provides its
clients with wealth management services, which include trust services, estate administration and financial
planning, employee benefit plan administration and recordkeeping services. The Mortgage Banking segment
provides a variety of mortgage lending products to meet its customer needs. It sells a majority of the long-term
fixed-rate loans to the secondary market und continues 10 service most of the loans sold.
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Cperating Segments

Investment
Commercial Retail  Management Mortgage
Banking Banking and Trust Banking Other Consulidated
(dollars in thousands)

Years ended December 31, 2006
Nelinlerestincome ... ... .. ittt $ 108.222 $54312  § 436§ 4074 §  (2.086) 5 164958
NON-INtErestinCOMe .., ... .. 8224 22,198 19.859 3.581 21,727 75,589

Totalrevenue ... .. .. e 116446 76,510 20,295 7.655 19,641 240,547
Provision for loandosses .., ..., .. .. oo ii i 4.184 6.111 — (175) — 10,120
Depreciation and amortization ...... ... ... e 943 2307 86 322 3313 7.371
OUET NON-TMIETCST EXPEIISE . . ottt v ettt e e emaa e 34489 50,763 17.639 8,252 26,851 157.994
Income (loss} from continuing operations before income taxes . .. 56,830 16,929 2570 744y (10,523) 65,062

Income tax expense (benefit) ........... ... ... ... .. 22164 6.602 1.160 (290  (11.601) 18.035
Income (loss) from continuing operations .................... § 340606 510327 $ 1410 § (454)% 1LO78 § 47,027
Discontinued operations:

Loss from discontinued operations . .......... ... ... — — (131) — — (131)

Incometax benefit ... ... ... i i — — (379) — - (379)
[ncome from discontinued operations . ... .0 aen $ — % — 5§ M 3 -~ 5 — 5 248
Net Income (I088) ... o e e $ 34666 § 10327 31658 § (454)§ 1,078 § 47275
Segment profit percentage (continuing operations) ............. 5% 22% 4% ~1% N/A 100%
ASSEIN o e $3.147.018 3662157 $14007  $305839 $1.163,362 $5.292.383
Yeuars ended December 31, 2005
NetiMerestinCOMme ...\t e et e e $ 100658 $ 47811 % 110 $ 4598 3 8457 $ 161634
Non-inerestincome ... ... .. o 8.564  19.269 18.768 4,027 15.785 66,413

TOW TEVEOUC .. .. Lttt 109.222 67,080 18.878 8.625 24,242 228,047
Provision for Joun bosses . ... ... e 10.306 4,287 — 601 — 15,194
Depreciation and amortization .. .. ... L 681 2,785 83 274 4.679 8,502
Other NoN-IMETeSL EXPENISE . .. oo vt ettt i i e e iiare s 47,348 44969 16.566 8.449 19,531 136,863
Income (loss) from continuing operations before income taxes ... 50,887 15,039 2,229 (699) 32 67488

Income tax expense (benefit) . ... ... ... ool 19,846 5,865 904 (273) (6.841) 19,501
Income (loss) from continuing operations . ................... $ 31041 $ 9174 $ 1325 § (42608 6873 § 47987
Discontinued operations:

[ncome from discontinued operations ........... ..., — — TG7 — — 707

INCOME LAX EXPENSE ... ... it — — 3.753 — — 3,753
Loss from discontinued operations . ..........ooovuiiiuy 3 — $ — 5046 § — 3% — § (3.046)
NetIncome (JosS) .. ..o i i i $ 31041 5 9074 S(1.72) 3 (42008 6873 § 44941
Segment profit percentage (continuing operations) . ............ T6% 22% 3% -1% N/A 100
ARSEIS L oo e $2.890,846 $654.445 $18304 5273612 $1.507.695 $5.344.902
Year ended December 31, 2004
Net iNEEESL ENCOME .. 44\t it e i ieia e § 86,059 $ 43486 $ 41 § 7132 F 14868 F 151,586
NON-INterest INCOME . .. ... ot iie i 8.443 17.310 19,958 5,229 14,974 65914

Totalrevenue ... .cooiii e 94502 60,796 19.999 12.361 29.842 217.500
Provision forloan 1osses . ... ... . i e 10.894 4,571 — 65 — 15,530
Depreciation and amortization . ... ... ... .. oo 594 2.363 127 189 4222 7,500
Other NON-iMErest EXPense . ... .. viaeiiiiiaiia i ennns 39.550  40.674 16.570 7.898 25,115 129,807
Income from continving operations before income taxes . ....... 43459 13.i88 3302 4.209 505 64,663

Income tax expense {(benefit) ..o e 16,949 5,143 1,360 1,642 (6,462) 18,632
Income from continuing operations .. .........c.... oo, $ 26510 % 8045 1942 5 2567 F 6967 § 46031
Discontinued operations:

Loss from discontinued operations .. ... ... oo — - 624 —_ —_ (629)

Incometax benefit ........... ... . .o i — — (294) — — (294)
Loss from discontinued operations .. ............. ... ... 5 — % — 5 (335 35 — 5 — 3 (335)
Netlncome . ... e § 26510 % 8045 § 1607 8 2567 5 6967 § 45696
Segment profit percentage (continuing operations) . ............ 68% 2% 5% 6% N/A 100%
ASTE e e $2474790 $707,791 317932 $252,352 $1.487.623 $4.940,488
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NOTE 19 - RESTRICTIONS ON SUBSIDIARY DIVIDENDS, EOANS OR ADVANCES

Federal banking regulations place certain restrictions on dividends paid and loans or advances made by the Bank
to the Company and its affiliates. The total amount of dividends, which may be paid at any date, is generally
limited to the retained earnings of the Bank. Loans or advances to the Company and for each affiliate are limited
to 10 percent of the Bank’s capital stock and surplus, but no more than 20 percent in aggregate. Loans and
advances must be made on a secured basis.

At December 31, 2006, the Bank's retained earnings available for the payment of dividends without prior
regulatory approval was $43 million of which $37 million could be paid without causing the Bank to be less than
well-capitalized. The amount available for loans or advances by the Bank to the Company and its affiliates
amounted to $27 million.

In addition, dividends paid by the Bank to the Company would be prohibited if the effect thereof would cause the
Bank’s capital to be reduced below applicable minimum capital requirements. See also Note 20.

NOTE 20 ~ CAPITAL REQUIREMENTS

The Company and the Bank (Regulated Companies) are subject to various regulatory capital requirements
administered by the federal banking agencies. Failure 1o meet minimum capital requirements can initiate certain
mandatory, and possibly additional discretionary, actions by regulators that, if undertaken, could have a direct
material effect on the Company’s Consolidated Financial Statements. Under capital adequacy guidelines and the
regulatory framework for prompt corrective action, the Regulated Companies must meet specific capital
guidelines that involve quantitative measures of their assets, liabilities, and certain off-balance-sheet items as
calculated under regulatory accounting practices. Their capital amounts and classification are also subject 1o
qualitative judgments by the regulators about components, risk weightings, and other factors.

Quantitative measures established by regulation to ensure capital adequacy require the Regulated Companies to
maintain minimum amounts and ratios (set forth in the table below) of total and Tier 1 capital to risk-weighted
assets, and of Tjer 1 Capital to average assets. Tier 1 Capital includes common stockholders’ equity, qualifying
preferred stock and Trust Preferred securities, less goodwill and certain other deductions (including the
unrealized net gains and losses, after applicable taxes, on available-for-sale securities carried at fair value). Total
Capital includes Tier 1 Capital plus preferred stock not qualifying as Tier 1 Capital, mandatory convertible debt,
subordinated debt, certain unsecured senior debt issued by the Company, the allowance for loan and lease losses
and net unrealized gains on marketable equity securities, subject to limitations by the guidelines.

As of December 31, 2006 and 2005, the most recent notification from the Company’s regulators categorized the
Bank as well capitalized under the regulatory framework for prompt corrective action. To be categorized as well
capitalized a bank must maintain minimum total risk-based, Tier 1 risk-based and Tier | leverage ratios as set
forth in the table. At December 31, 2006, there are no conditions or events since that notification that
management believes have changed the Bank’s category.
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Management believes, as of December 31, 2006, that the Regulated Companies meet all capital adequacy
requirements to which they are subject. The Company’s and the Bank’s actual capital amounts and ratios are
presented in the table.

For Capital Adequacy Purposes
Actual Minimum Well Capitalized
Amount Ratio Amount Ratio Amount Ratio

(dollars in thousands)

As of December 31, 2006:
Totul Capital (1o Risk Weighted Assets):
Consolidated ........................ $535,776 11.62% $368,885 =8.00% n/a /a
AMCORE Bank, NA. ... ... . ... .... 494730 10.82% 365,888 =8.00% $457,360 =10.00%
Tier 1 Capital (to Risk Weighted Assets):
Consolidated ........................ $444.845  9.65% 184,443 >4.00% n/a n/a
AMCORE Bank, NA. ................. 403,805 8.83% 182,944 24.00% 3274416 = 6.00%
Tier 1 Capital (to Average Assets):
Consolidated . ....................... $444.845  8.26% $215,546 =>4.00% n/a n/a
AMCORE Bank, NA. ... ... ... . .... 403,805  7.55% 213,873 2>4.00% $267,342 = 5.00%

As of December 31, 2005:
Total Capital (to Risk Weighted Assets):

Consolidated .. ...................... $470,989 11.11% $339,276 >8.00% n/a n/a

AMCORE Bank, N.A. ................. 447384 10.65% 336,112 =8.00% $420,140 =10.00%
Tier 1 Capital {to Risk Weighted Assets):

Consolidated ........................ $430,208 10.14% 169,638 =>4.00% n/a n/a

AMCOREBank, NA. ................. 406,612 9.68% 168,056 =24.00% $252,084 = 6.00%
Tier | Capital (to Average Assets):

Consolidated .. ...................... $430,208 8.15% $211,271 =24.00% n/a n/a

AMCORE Bunk, NA. ... ........... 406,612  7.77% 209,265 =24.00% $261.581 = 5.00%
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NOTE 21 - CONDENSED FINANCIAL INFORMATION OF PARENT COMPANY

CONDENSED PARENT COMPANY BALANCE SHEETS

December 31,
2006 2005
(in thousands)

ASSETS

Cash and cash equivalents 1OBG & 2,169
ShOM-ErIIU IIVESUTIEIIIS « . . o ot ettt et et et e e e et e e e et e e e e e e e e e e e e — 2,000
Due from subsidiaries . . ..o e e — 24
Invesiment in subsidiaries 410,022 410.310
Other assels 38,871 36,239

$ 450873 $450.742

LIABILITIES

STt LB DO oW S L e e e e b3 — § 2000
Long-term BOmmOWIngS . L. e 41.238 41.238
Other liabilities 8.987

$ 52225

STOCKHOLDERS™ EQUITY

Preferred stock —
Common stock 6.652
Additional paid-in capital 74.110
Retained Garnimgs . .. ..o e e 464,316 435,113
Treasury stock (136,413)  (104.534)
Accumulated other comprehensive loss L. . L e (10.969) (12.824)

Total Stockholders” Equity $ 400,046 S 398517
Total Liabilities and Stockholders’ Equity $ 450,873 § 450,742

CONDENSED PARENT COMPANY STATEMENTS OF INCOME

Years Ended December 31,
2006 2005 2004
(in thousands)

INCOME:

Dividends from subsidiaries ... ... . e e $55.000 524,000 $32.500

Interest income 13} 225
2.689 823

$26.819 $33.548

EXPENSES:

Interest expense 3 $ 4005 54,149

Compensation expense and employee benclits ... ... e 5, 3.686 4511
2184 3414

Total Expenses $11.676  $ 9875 S$12.074

Income before income tax beaefits and equity in undistributed net income of subsidiaries 548,624 516944 821,474
Income tix Benefits . . . e 3019 2,672 4,420

Income before equity in undistributed net income of subsidiaries .. ... .. . . . oo o $51.643  $19.616  $25.89%4
Equity in undistributed net income (losses) of subsidiaries .. ... ... .o {4.484) 25209 19.686

Net income before unconsolidated subsidiary $47.159 344825 545580
[ncome from unconsolidated subsidiary P16 116 116

Net Income $47.275  $44.041 $45.696




CONDENSED PARENT COMPANY STATEMENTS OF CASH FLOWS

Cash Flows from Operating Activities

Nl EICOIME o ittt et ot et et et e e e e e e e e e

Adjustments w reconcile net income to net cash provided by operating activities:
Depreciation and amortization ... . ...
INEE SCCURITIES BAINS . . ..ottt ittt et et e e et e e e e e
Deferred compensation amortiZation .. ... ... ... ... ...l
Equity in undistributed net losses (income) of subsidiaries ........... ... ... ... L
Tax benefit on exercise of SWOCK OPHONS L .. L . e
Excess tax benefit from stock based COMPEnsation ... ... i e
Deerease {increase) in due from subsidiaries ... i e e e
[ LM L el B L o ol B T Lo 1 el
Increase (decrease) in other labilites .« . . i e e
LT R T O

Net cash provided by operating activities ... ... .. . .. L

Cash Flows from Investing Activities

Proceeds from sales of securities available forsale .. ... . . ..
Net decrease in short term InVestMEnls . oo .. . . e
Payments received on loans to substdiaries . ... .o i
L1 4T~ 3 U= Y

Ner cash provided by (used in) investing activities ......... .. ... ... . oL

Cash Flows from Financing Activities

Net (decrease) increase in ShoTt-term BOMTOWINES . ... ..ttt i e e ca s
Dividends paid ... e e e e e
Issuance of common shares foremployee stockplan ... oo oo
Excess tax benefit from stock bused COMPEnsation ....... ... e ir i
Reissuance of treasury shares forincentive plans .. ... ... ... . . L. L
Purchase of shares TOr Ueastury .. ..o oot s

Net cash used in financing aClVItIES . ... ... . e e

Net change in cash and cash equivalents ... ... ... .. .. o
Cash and cash equivalents:
Beginning of year ... ... . L

End of year ... e
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Years ended December 31,

2006 2005 2004

(in thousands)

$47275 $44941 345696

19 22 116

— - (15)

294 199 170

41484 (25209) (19.686)
845 877 1.49t
{(792) — —

24 (§1))] 16

(2.252) 1,374 (585)
602 (2,671) 1,805

(8) 249 84
$50491 §$19763 §29.092
$§ — 5 — 5 208
2,000 1,500 10.000

— 400 1,100

721 (3.367) (2.822)

$ 2721 $ (1.467) § 10316

3

(2.000) $ 2,000 $(10,042)
(18.072) (16873} (16.956)
836 838 1428
792 — —

5.287 3.672 10911
(40.244) (7.702)  (24.847)

§

(53,401) S$(18,065) $(39,506)

$

(189) § 231 § (9%)

2,169 1,938 2,036

$

1980 § 2169 § 1938




CONDENSED QUARTERLY FARNINGS & STOCK PRICE SUMMARY (unaudited)

2006 2005
First Second Third Fourth First Second Third Fourth
Quarter Quarter  Quarter  Quarter  Quarter  Quarter  Quarter  Quarter
(in thousands, excepl per share data)
Imterest income .. ... ... .. ..., $79994  $83.507 $87.525 $88.090 $63.234 207776 $72.538 $77.061
Interestexpense .................... 38564 42247 46375 47.032 23922 27881 31729 35443
Netinterestincome ................. 541,430 $41.320 $41.150 $41.058 $39.312 839,895 S$40809 341618
Provision for loan losses ............. 2,000 2.250 2.863 3,007 2.500 3,502 4,462 4,730
Non-interest iInCOME ..o ov e an. 15,699 17,466 21,160 21,264 15335 15920 16,846 18,312
Operating expenses . ................ 40,350 40,258 42468 42249 34809 35402 36841 38313
Income from continuing operations
before income taxes ... ........... 514,739 $16.278 $16.979 $17.066 $17.338 516911 516352 516887
Incometaxes ...................... 4,280 4,844 4,474 4,437 5210 4,748 4,646 4,897
Income from continuing operations . . . . . $10,459 $11,434 $12.505 $12.629 $12,128 512,163 $1§,706  $11,990
Discontinued Operations:
Income (toss) from discontinued
operations ... ... ... L {113) (18) — — (97) 5 1.476 (677}
Income tax expense (benefity ... ... (44) (N — (328) iy H 599 3.162
Income {loss) from discontinued
OPEHitioNS . ... ... v $ o®9) % (IHhs — § 328 % (78) % (6) S 877 $(3.839)
Netlocome ... iuiiininnnn .. $10.390 S$11.423 $12,505 $12,957 $12.050 S12,157 $12.583 § 8,151
Basic carnings (loss) per share:
Income from continuing
OPErations . ... ..., $ 042 § 046 % 051 % 053 S 049 $ 049 $ 047 $ 048
Discontinued operations ......... — % — — 0.01 — % — 0.04 (0.15)
Netlncome ................... $ 042 § 046 S 051 S 054 S 049 $ 049 § 051 $ 033
Diluted earnings (loss) per share:
Income from continuing
OPErations .. ...t $ 042 $§ 046 5 051 $ 052 $ 048 3 049 § 047 $ 048
Discontinued operations ......... — — — 0.01 —_ — 0.03 (0.16)
Netincome ................... $ 042 5 046 3 0351 0.53 048 049 $ 050 3% 032
Dividends per common share ......... $ 019 $ 019 § 019 019 § 0.17 0617 $ 017 3 017
Stock price ranges —high ... .......... 31.66 31.89 3110 33.51 3244 30.16 3290 32.25
=low L 29.35 28.03 26.80 2078 2771 25.56 29.37 28.54
—close ... 31.62 29.31 30.29 32,67 28.25 29.88 31.21 30.41

The financial information contains all normal and recurring

presentation.

reclassifications for a fair and consistent

Quotes have been obtained from the National Association of Security Dealers, These quotes do not reflect retail
mark-ups, mark-downs or commissions nor are they necessarily representative of actual transactions.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Stockholders and Board of
Directors of AMCORE Financial, Inc.:

We have audited the accompanying consolidated balance sheets of AMCORE Financial. Inc. and subsidiaries
(the Company) as of December 31. 2006 and 2005, and the related consolidated statements of income,
stockholders’ equity. and cash flows for each of the years in the three-year period ended December 31, 2006.
These consolidated financial statements are the responsibility of the Company’s management. Qur responsibility
is to express an opinion on these consolidated financial staiements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of malterial misstatement. An audit includes examining, on a test busis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of the Company as of December 31, 2006 and 2003, and the results of their operations and their
cash flows for euch of the years in the three-year period ended December 31, 2006, in conformity with U.S.
generally accepted accounting principles.

As discussed in Notes 1 and 13 to the consolidated financial statements, effective January 1, 2006, the Company
adopted the fair value method of accounting for stock-based compensation as required by Statement of Financiul
Accounting Standards No. 123 (R), Share-Based Pavment.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the effectiveness of the Company’s internal control over financial reporting as of December 31,
2006. based on criteria established in Internal Control — Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission. and our report dated March 15, 2007 expressed an
unqualified opinion on management’s assessment of, and the effective operation of. internal control over
financial reporting.

KPMe LEP

Chicago, lllinois
March 15, 2007
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

None,

ITEM 9A. CONTROLS AND PROCEDURES
Disclosure Controls and Procedures

The Company's management, with the participation of the Company’s Chict Executive Officer and Chief
Financial Officer, has evaluated the effectiveness of the Company’s disclosure controls and procedures (as such
term is defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the
“Exchange Act™)) as of the end of the period covered by this report. Bused on such evaluation, the Company’s
Chief Execcutive Officer and Chief Financial Officer have concluded that. as of the end of such peried, the
Company’s disclosure controls and procedures are cffective.

Internal Control Over Financial Reporting

{a) Management’s Report on Internal Control over Financial Reporting

Management of AMCORE Financial, fnc. and its subsidiaries (AMCORE) is responsible for establishing
and maintaining adequate internal control over financial reporting. This internal control contains monitoring
mechanisms and actions are taken to correct deficiencies identified.

Management asscssed AMCORE's internal control over financial reporting as of’ December 31, 2006. This
assessment was based on criteria for eftfective internal control over financial reporting deseribed in “Internal
Control—Integrated Framework™ issued by the Committee of Sponsoring Organizations of the Treadway
Commission (COSQO).

Based on this assessment management believes that, as of December 31, 2006, AMCORE maintained
cffective internal control over financial reporting, including maintenance of records that, in reasonable
dewil, accurately and fairly reflects the transactions and dispositions of the uassets, and policics and
procedures that provide reasonable assurance that trunsactions are recorded as necessary to permit
preparation of consolidated financial statements in accordance with U.S. generally accepted accounting
principles, and that receipts and expenditures are being made in uccordance with authonizations of
management and directors of AMCORE.

Additionally, KPMG LLP. the independent registered public accounting firm that audited AMCORE's
consolidated financial statements as of and for the year ended December 31, 2006, included in this Form
10-K Annual Report, has issued un attestation report (following in Item 9A (b)) on management’s
assessment of AMCORE's internal control over financial reporting.

Report of Independent Registered Public Accounting Firm
To the Stockholders and Board of Directors of AMCORE Financial, Inc.:

We have audited management's assessment, included in the accompanying Management's Report on
Imternal Control Over Financial Reporting that AMCORE Financial, Inc. and subsidiaries maintained
effective internal control over financial reporting as of December 31, 2006, based on criteria established in
Internal Controf — Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (COSO). AMCORE Financial, Inc.’s management is responsible for maintaining
effective internal control over financial reporting and for its assessment of the effectiveness of internal

control over financial reporting. Our responsibility is to express an opinion on management’s assessment
and an opinion on the effectiveness off AMCORE Financial, Inc.'s internal control over financial reporting
based on our audit.
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(c)

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain rcasonable
assurance about whether effective internal control over financial reporting was maintained in all material
respects. Qur audit included obtaining an understanding of internal control over financial reporting,
evaluating management’s assessment, testing and evaluating the design and operating effectiveness of
internal control, and performing such other procedures as we considered necessary in the circumstances. We
believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with gencrally accepted accounting principles. A company’s internal control over
financial reporting includes those policies and procedures that (1) pertain 1o the maintenance of records that,
in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the
company: (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation
of financial statements in accordance with generally accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance with authorizations of management and
directors of the company; and (3) provide reasonable assurance regarding prevention or timely detection of
unauthorized acquisition. use, or disposition of the company’s assets that could have a material effect on the
financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk
that controls may become inadequate because of changes in conditions, or that the degree of compliance
with the policies or procedures may deteriorate.

In our opinion, management’s assessment that AMCORE Financiul, Inc. maintained effective internal
control over financial reporting as of December 31, 2006, is fairly stated, in all material respects, based on
criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO). Also, in our opinion, AMCORE Financial, Inc.
maintained, in all material respects, effective internal control over financial reporting as of December 31,
2006, based on criteria established in Internal Control—Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO).

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States). the consolidated balance sheets of AMCORE Financial, Inc. and subsidiaries as of
December 31, 2006 and 2003, and the related consolidated statements of income, stockholders’ equity, and
cash flows for each of the years in the three-year period ended December 31, 2006, and our report dated
March 15, 2007 expressed an ungualified opinion on those consolidated financial statements.

KPMc LLP

Chicago, lilinois
March 15, 2007

Changes in internal control over financial reporting.

There have not been any changes in the Company’s internal control over financial reporting (as such term is
defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act) during the last fiscal quarter ending as of
this report date to which this report relates that have materially affected, or are reasonable likely to
materially affect, the Company’s internal control over financial reporting.

ITEM 98. OTHER INFORMATION

None.
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PART 111

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

(a) Directors of the Registrant. The Proxy Statement and Notice of 2007 Annual Meeting, dated March 15,
2007, are incorporated herein by reference.

(by Execurive Officers of the Registrant. The information is presented in ltem 1 of this document.

{(c) Code of Ethics. The Company has adopted a code of ethics applicable to all employees, including the
principal executive, principal financial and principal accounting officers of the Company. The AMCORE
Financial, Inc. Code of Ethics is posted on the Company’s website at www. AMCORE.com/povernance. See
Part I, ltem | of this report on Form 10-K for additional information.

ITEM 11. EXECUTIVE COMPENSATION

The Proxy Statement and Notice of 2007 Annual Meeting, dated March 15, 2007, are incorporated herein by
reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS

The Proxy Statement and Notice of 2007 Annual Meeting. dated March 15, 2007, are incorporated herein by
reference.

Equity Compensation Plan Information

The following table sets forth information as of the end of the Company’s 2006 fiscul year with respect to all
incentive/option plans under which equity securities are authorized for issuance.

(c)

(a) (h) Number of securities
Number of securities Weighted average remaining available for future
to be issued upon exercise of exercise price of issuance under equity
outstanding options, outstanding options,  compensation plans {excluding
Plan Category warrants and rights (1) warrants and rights  securities reflected in column (a))
Equity compensation plans
approved by security holders
2)3) oo 2,067,270 $25.87 2,045,307
Equity compensation plans not
approved by security holders . . . . N/A N/A N/A

Total..........oo il 2,067.270 $25.87 2,045,307

(1Y Does not include individual options to purchase 4,174 shares as of December 31, 2006, with a weighted
average exercise price of $14.27 that were assumed by the Company in acquisitions. Includes options that
have not vested and, therefore, are not currently exercisable. See Note 13 — Stock Incentive Plans — of the
Notes to Consolidated Financial Statements for additional information on vesting schedules. For purposes of
determining diluted shares for earnings per share calculations, only options which are ‘in-the-money’ are
included in the calculation. See Note 17 — Earnings Per Share — of the Notes to Consolidated Financial
Statements for additional information.

(2) Includes options granted pursuant to the AMCORE Financial, Tnc. 2005 Stock Award and Incentive Plan
(SAIP) and previous stock incentive plans. The SAIP provides for the grant of stock options, stock
appreciation rights, restricted stock awards. deferred stock, dividend equivalents, stock bonus awards, or
performance awards either singly or in combination to employees of the Company or its subsidiaries. The
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total shares reserved for issuance is 2.5% of the total shares of the Company’s outstanding common stock on
the date of adoption and for each subsequent year the lesser of 425,000 shares or 1.5% of the total shares of
the Company’s outstanding common stock as of each January 1. During the five-year term of the SAIP, total
shares granted shall not exceed 2,125,000 shares, with a maximum of 550,000 shares granted in any one
calendar year. The Company will not reprice any options under the SAIP unless such repricing is authorized
by a majority vote of the shareholders. Any shares subject to an award that for any reason expires, is
forfeited or is terminated unexercised shall again be available under the SAIP,

(3) The Restricted Stock Plan provides for the issuance of restricted shares. The remaining shares available for
grant total 207 912.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The Proxy Statement and Notice of 2007 Annual Meeting, dated March 135, 2007, are incorporated herein by
reference. See also Note 4 of the Notes to Consolidated Financial Statements.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The Proxy Statement and Notice of 2007 Annual Meeting, dated March 15, 2007. are incorporated herein by
reference.

PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENTS SCHEDULES
(a} 1. FINANCIAL STATEMENTS

The following Consolidated Financial Statements of AMCORE are filed as a part of this document under ltem 8.
Financial Statements and Supplementary Data.

Consolidated Balance Sheets — December 31, 2006 and 2003
Consolidated Statements of income for the years ended December 31, 2006. 2005 and 2004
Consolidated Statements of Stockholders’ Equity for the years ended December 31, 2006. 2005 and 2004
Consolidated Statements of Cash Flows for the years ended December 31, 2006, 2005 and 2004
Notes to Consolidated Financial Statements — December 31, 2006, 2005 and 2004
Report of Independent Registered Public Accounting Firm

{a) 2. FINANCIAL STATEMENT SCHEDULES

All financtal statement schedules have been included in the Consolidiated Financial Statements or are either not
applicable or not significant.

{n) 3.EXHIBITS

31 Amended and Restated Articles of Incorporation of AMCORE Financial, Inc., dated April 8, 1986
(Incorporated by reference to Exhibit 3 of AMCORE’s Quarterly Report on Form 10-Q for the quarter
ended March 31, 1986); as amended May 3, 1988 to Article 8 (Incorporated by reference o AMCORE's
definitive 1988 Proxy Statement dated March 18, 1988); and as amended May 1, 1990 to Article 5
(Incorporated by reference to AMCORE"s definitive 1990 Proxy Statement dated March 21, 1990).

32 By-laws of AMCORE Financial, Inc., as amended February 11. 2004 (Incorporated by reference to
- Exhibit 3.2 of AMCORE’s Annual Report on Form 10-K for the year ended December 31, 2003).

4.1 Indenture, dated as of March 25, 1997, between the Company and The First National Bank of Chicago
(now known as JPMorgan Chase; formerly Bank One Corporation) {Incorporated by reference to Exhibit
4.1 of the Company’s registration statement on Form S-4, Registration Neo. 333-25375 as filed with the
Commission on April 17, 1997).
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Form of New Guarantee between the Company and The First National Bank of Chicago (now known
as JPMorgan Chase: formerly Bank One Corporation) (Incorporated by reference to Exhibit 4.7 of the
Company’s registration statement on Form S-4, Registration No. 333-25375 as filed with the
Commission on April 17, 1997).

AMCORE Financial. Inc. 2000 Stock Incentive Plan (Incorporated by reference to AMCQORE's Proxy
Statement, Appendix A, filed as Exhibit 22 to AMCORE’s Annual Report on Form 10-K for year
ended December 31, 1999).

AMCORE Financial, Inc. 2001 Stock Option Plan for Non-Employee Directors (Incorporated by
reference to AMCORE's Proxy Statement. Appendix A, filed as Exhibit 22 t0 AMCORE’s Annual
Report on Form 10-K for year ended December 31, 2000).

Amended and Restated AMCORE Stock Option Advantage Plan (Incorporated by reference to
AMCORE’s Proxy Statement, Appendix A, filed as Exhibit 22 to AMCORE’s Annual Report on
Form [0-K for year ended December 31. 2003).

Amended and Restated Transitional Compensation Agreement, dated December 18, 200!, between
AMCORE Financial, Inc. and the following individuals: Kenneth E. Edge, John R. Hecht and James
S. Waddell (Incorporated by reference to Exhibit 10.4D of AMCORE’s Annual Report on Form 10-K
for the year ended December 31, 2001).

Amended and Restated Transitional Compensation Agreement. dated December 18, 2001, between
AMCORE Financial, Inc. and Joseph B. McGougan (Incorporated by reference to Exhibit 10.4E of
AMCORE’s Annual Report on Form 10-K for the year ended December 31, 2001).

Amended and Restated Transitional Compensation Agreement, dated April 1, 2002, between
AMCORE Financial. Inc. and Patricia M. Bonavia (Incorporated by reference to Exhibit 10 of
AMCORE’s Quarterly Report on Form 10-Q for the quarter ended March 31, 2002),

Separation, Release and Consulting Agreement, dated June 20, 2002, between AMCORE Financial,
Inc. and Robert J. Meuleman (Incorporated by reference to Exhibit 0.1 of AMCORE’s Quarterly
Report on Form 10-Q for the quarter ended June 30, 2002).

Amended and Restated Transitional Compensation Agreement, dated May 7, 2003. between
AMCORE Financial, Inc. and Eleanor F. Doar (Incorporated by reference to Exhibit 10,2 of
AMCORE’s Quarterly Report on Form 10-Q for the quarter ended June 30, 2003).

Executive Insurance Agreement, dated August 1), 1998, between AMCORE Financial, Inc. and the
following executives: Kenneth E. Edge, John R. Hecht, and James 5. Waddell (Incorporated by
reference to Exhibit 10.10 of AMCORE’s Quarterly Report on Form 10-Q for the quarter ended
September 30, 1998).

Supplemental Executive Retirement Plan. dated May 20, 1998 (Incorporated by reference to Exhibit
10.9 of AMCORE"s Annual Report on Form 10-K for the year ended December 31, 1999).

AMCORE Financial, Inc. Amended and Restated Deferred Compensation Plan (Incorporated by
reference to Exhibit 10.3 of AMCORE's Quarterly Report on Form 10-Q for the quarter ended June
30, 2002).

AMCORE Financial, Inc. Annual Incentive Plan (Incorporated by reference to Exhibit 10.1 of
AMCORE’s Quarterly Report on Form 10-Q for the quarter ended March 31, 2006).

AMCORE Financial. Inc. Performance Share Program {Incorporated by reference to AMCORE's
Form 8-K as filed with the Commission on May 9, 2005).

AMCORE Financial, Inc. 2005 Stock Award and Incentive Plan (Incorporated by reference to
AMCORE’s Proxy Statement, Appendix A, filed as Exhibit 22 1o AMCORE’s Annual Report on
Form 10-K for year ended December 31, 2004).




10.11

10.12

10.13

10.14

10.15

10.16

21
23
24
311

Transitional Compensation Agreement dated February 6, 2006, between AMCORE Financial. Inc. and
Donald H. Wilson (Incorporated by reference to AMCORE's form 8-K as filed with the Commission
on February 24, 2006).

AMCORE Financial, Inc. Stock Repurchase Program and Quarterly Dividend (Incorporated by
reference to AMCORE's form 8-K as filed with the Commission cn May 5. 2006).

Severance Agreement, Release, and Waiver, dated July 10. 2006, between AMCORE Financial, Inc.
and Joseph B. McGougan, (Incorporated by reference to AMCORE's form 8-K as filed with the
Commission on July 11. 2006).

Consent Order and Stipulation and Consent to the Issuance of a Consent Order between AMCORE
Bank. N.A. and the Office of the Comptroller of Currency. dated August 10, 2006 (Incorporated by
reference to AMCORE's form 8-K as filed with the Commission on August 14, 2006).

Retirement Agreement, Release and Waiver, dated October 18, 2006, between AMCORE Investment
Group. N.A.. its parent. subsidiaries and affiliates and Patricia M. Bonavia, (Incorporated by reference
to AMCORE’s form 8-K as filed with the Commission on October 23, 2006).

Separation Agreement, Release and Waiver. dated February 1, 2007, between John R. Hecht,
AMCORE Bank, N.A,, its subsidiaries and affiliates. (Incorporated by reference to AMCORE's form
8-K as filed with the Commission on February 2, 2007).

Subsidiarics of the Registrant
Consent of KPMG LLP
Power of Attorney

Certification of CEO pursuant to Rule 13a-14 and Rule 15d-14 of the Exchange Act. as adopted
pursuant to Section 302 of the Sarbanes-Oxley Act of 2002,

Certification of CFO pursuant to Rule 13a-14 and Rule 15d-14 of the Exchange Act. as adopted
pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

Certification of CEO pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002,

Certification of CFO pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.
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